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PREFACE 


Although this book was written with the object 
of explaining the intricacies of Indian Currency 
and Exchange in language as simple as possible for 
the enlightenment of the general public, it may, I 
hope, prove of some use also to college students 
beginning their courses m economics It is a matter 
for gratification that the Government of India has 
kindly undertaken to offer it to the public at a price 
which would hardly have been possible through 
private agency. It should be clearly understood that 
the opinions expressed are entirely my own, and 
that publication by the Government Press does 
not imply that the matter contained in the book has 
any official status. 

Several chapters were written m Simla during 
the summer of 1920, and the lemamder during the 
later months of the same year m Allahabad Fun- 
damental changes weie being made in the currency 
system as 1 wrote , and the copy had left my hands 
for the pi ess befoie the amalgamation of the 
Presidency Banks took effect on the 27th January, 
1921. These facts must be my excuse for the in- 
adequate treatment of the Imperial Bank, and the 
relative prominence given to the events of 1920 I 
regret the delays in pioof-reading and in printing 
which have kept the volume unduly from the public 

To the Hon ’hie Sir Malcolm Hailey and officers of 
•the finance Department I am indebted for much 



li 


information and assistance, illicit has greatly 
lightened my task, especmlh m (lie collection of 
statistics and lUustiatne material I should like 
also to acknowledge the assistance gn< it lm In 
Mr 1) S Dnbc), MA, Leclurei cm Economic*. at 

the Ewing Christian College, and Intel) Scholar in 
Economics in the University oi Allahabad 

The reader who wishes to follow the subject to u 
more advanced standard nun with advantage refei 
to the books and Government publications of which 
a list appeals m Appendix V 

H S JEVOXS 

Allahabad, 

25th Novembcj , 192 1 


Postscript 

I have taken the oppoitimitv offoied b\ a imal 
proof to add a few woids about the condition ol 
exchange in 1921 and 1922. 


Allahabad, 
31st May, 1922 


H S JEVOKS. 
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INDIAN MONEY AND WEIGHTS. 

Foi large sums o£ money the Indian system of numbers 
is used — 

1 lac {lakh) = 100,000 , written 1,00,000. 

1 ci ore {Ivor) = 10,000,000 ; written 1 00,00,000. 

1 crore = 100 lahbs. 

CuuuENCt Units 

15 pies = 1 anna 

16 annas = 1 rupee 

Tlie pie, one-tv, el Etb of an anna, should be distinguished 
from the “ pice ” which is 3 pies or one-fourth of an anna. 
The pice is a current coppeT com, bnt is not money of 
account 

Weights. 

6 tolas = 1 cbattaelr 
1 6 chattachs = 1 seer 
40 seers = 1 maund 

1 tola weighs 180 grams (English), and 1 maund weighs 
lbs The seer ib equal to 2 0672 lbs , or just under 2 lbs 
loz 7 



MONEY, BANKING AND EXCHANGE 

IN INDIA 

CHAPTER I 

THE ORIGIN OF MONEY 

Money is something we are all familiar with, 
because every clay we handle it in all the common 
business of life We are paid for our woilr in 
money, or we sell the produce of our fields for 
money We go to the bazar and pay out rupees, 
annas and pice to buy the things we require. We 
are so familiar with money that we think that we 
know all about it ; but there we are wrong Many 
strange things were brought about by the recent 
great war ; and the distuibanees in the money 
used by the people in all countries of the world are 
one of its most puzzling results The war has 
shown that, whilst we know very well what a pice 
or a rupee is, most of us do not know what will 
happen if the quantity of money m the whole 
country changes, and we do not know what it is that 
causes the prices of goods to change ; so that whilst 
a rupee would buy 12 seers of jowar before the war, 
or 8 seeis of gnr, it will now buy only 7 seers of 
jowar or 5 of gnr, or less. 



£ the ORIGIN OP MONET 

' men we come to think about money hi the mass, 
that is to say, all the money used by all the people 
in India, we find that it is far from simple *o trader- 
stand Government has made itself responsible for 
coining all the money wanted m the country, be- 
cause tlieiehy it confers a great benefit on the 
people At certain times daring the war much 
difficulty was experienced in presiding sufficient 
coins of different lands to meet the demand of the 
people, and it was nccessarv, therefore, to study 
very carefully the question of the nature of money 
and to discover the reasons for changes of prices 
which seemed to take place without anybody doing 
anything to make them change, or knowing why 
they changed 

This hook has been written to explain what 
money is, why Government makes the money for 
the whole country, and why it has been obliged to 
make certain changes as the result of the war. The 
later chapters will answer the question why prices 
have risen 

Money is needed m order to facilitate the ex- 
change of goods W p always "want to give away 
thmgs of which we have plenty m order to obtain 
o her things of which we are in need" If we do 
not possess goods which we are willing to part with, 
en we work for some employer and obtain in 

^ 00< ^ other necessary things of 
bte In former days in some parts of India there 

g^erall v SIlC ^ a t ^ Uns as mcme y* Exchanges were 
generally made m terms of gram, and a man's 
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wages could be paid only in grain, just as they are 
still so paid m many villages at the present day. 
But it was very inconvenient to make all purchases 
in grain. If a man wanted to buy a cow, he had 
to find a man who had a cow, and who wanted much 
grain ; and lie had to measure out to him some 
hundreds of seeis of grain in payment for the cow. 
There being no money, a rich man was one who 
had many cattle, or great stores of grain. How- 
ever, nobody wanted to keep great stores of grain, 
more than ho and his family could possibly eat ; and 
so men exchanged giUin for other things which 
were useful or beautiful, such as brass and iron, 
or silver and gold. It became the business of some 
men to take the ores of these metals out of the 
ground, and of other men to obtain the metalB 
from them by fire ; and m exchange for these 
metals the workers received payment in grain, on 
which they lived. 

Everybody likes to have non and brass because 
they aie useful, and gold and silver because they 
are beautiful. If a bania, for example, wanted to 
buy salt from a distant place to sell in Ins village, 
he could not send grain a long distance, perhaps 
two or thiee hundred Jco$, because it would cost 
too much to ‘carry grain so far. He would there- 
fore exchange some gram with somebody who had 
silver or gold, and he would send that silver or 
gold all that long distance to give it in exchange 
for salt to the people who make salt. Those people^ 
Accepted the gold and silver gladly because they 
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could always find somebody to give them grain m 
exchange for it There were no coins, of course, ^ 
in those days, and silver was either m hnnps or 
bars or was made into jewdleiy The gold a so 
was either in little bars or ornaments, 01 was merely 
in the form of dnst tied up m little bags— just 
as it was obtained from the liver bed bv washing 
the sand It was difficult to measure accurately 
a quantity of gold or silver m those forms. The 
man who was sending silver to buy tilings bad to 
weigh it out carefully in scales, and the peison 
who was receivmg it also had to weigh it. blot only 
was this very troublesome, hut disputes constantly 
arose as to the true weight of the gold or silver In 
order to save people time and tioublc, and particu- 
larly so as to pi event disputes, it became the custom 
a long time ago foi the lung or mlcr of the countiy 
to have gold and silici cast into the i'oim of small 
bars winch wcie thou stamped with the king's 
special seal These bais being always the same 


weight could he counted out m older to make up the 
quantity agreed upon foi the purchase of the goods 
Ill-disposed pei sons used to cheat by luhhmg some 
of the metal from the bais, and otheis made imita- 


tion bars of metal of mferioi fineness and mutated 
the king’s seal It became necesaary to regard 
these as veiy senous offiendeis, and in many 
countries they were punished by death 

The king fonnd it very tioublesomc to enforce 
the laws to prevent people fiom reducing the 
3 ieig t of the bars of gold and silver in one way 


\ 
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or another, because they could easily do so without 
damaging the impression of the long’s seal ; and ; 
it was through the effort to prevent fraudulent clip- / 
ping and lubbing of the bars that corns were in-| 
vented. 

The first idea was to make the gold and silver in 
square flat_ plates instead of bars, and the seal 
was made square and large enough to fit over the 
whole of one side of the plate of metal. Many of 
the Moghal coins were square ; and the Gorakh- 
pnri pice, which are still in use m many villages 
of the United Provinces, aie a relic of this kind of 
primitive com Square coins are not convenient, 
however, and they tend to wear away at the cor- 
nels, so the next idea was to make them round, and 
a round seal of the same size was impressed all 
over one side This left the other side without any 
impression, so that evil-disposed persons could still 
reduce the weight by lubbing Hence merchants 
still found it necessary to weigh the corns lest they 
should be defrauded Hence aiose the practice 
of having a design stamped juponjboth .sides of the 
coin Foi many centuries these were the best coins 
that weie put into circulation ,* but it was still 
possible to make a little profit by rubbing gold or 
silver off the edges of the coins, and this led to the 
practice of protecting the edge of the coin by what 
is called “ milling 5 1 

If you look at a rupee you will see that on one side 
is a design until the head of the King -Emperor, on 
the other side is a design and the words “ one 
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eupee ” in Englisli and Urdu, whilst the edge is 
roughened with straight lines drawn across it, so 
that if any of the metal were to he rubbed or cut 
off, the smooth surface would be easily seen. The 
rupee when it is corned in the mint is made so that 
its weight is exactly one tola ; and we know that 
if the design on the front or back, or the milling on 
the edge, has been rubbed away, it must weigh less 
than one tola So long as the original deBign can 
be seen, the weight has not been much reduced, 
however, and for all practical purposes it is still a 
good rupee. 



CHAPTER H 

corns AND CURRENCY SYSTEMS 

* 

1st the last chapter we saw that coins were made 
for the convenience of having the precious metals 
divided into pieces of fixed weight They were 
stamped with a design in order to prevent frau- 
dulent reduction of weight, such as took place when 
bars or ingois~of metal were in circulation The 
very great convenience of coined money has led to 
its universal adoption in all countries Coins are 
usually round and flat like the rupee or the pice ; 
but they have been made of other shapes, such as 
square and oval For many centuries past coins 
have been made of three metals — gold, silver, and 
copper ; but the copper is sometime? used in the 
form "of the mixtures bronze or brass In recent 
times nickel has come to be largely used in many 
countries in place of bronze for coins of small value. 

In every civilised country in modern times a 
number of different coins of different values are in ; 
circulation together. These have certain relations', 
to one another which are fixed by law ; and these 1 
coins in their relationship as established by Govern- 
ment are spoken of as the (f currency^systeny J 1 of a ' 
country. The coins composing a currency system 
usually consist of three or four metals — gold, silver, 
nickel a^d copper or bronze, 



8 


COINS .AND CUJffiENCY SYSTEMS 

We must now understand two words indicating 
tlie legal relations of coins, nrnnolv, .stamlaid 
and token monev A. coin is said to be standard 
money when it is froelv coined hv Govermw nt in 
unlimited quantities as lequiied 'The factory in 
which coins arc made i« called n ** mint,” Gov- 
ernment may cither coin the bullion which it pur- 
chases by giving coined monev in exchange, or if 
may allow Us mints to he open foi the making of the 
standard coin, either of "old or c dvor, from bullion 
brought to the mint hv piivate person® A small 
chaTge is usuallv made for assaying the metal 
before accepting it, and for coining The essential 
part about standard money is that Government 
undertakes to com it in unlimited quantities if 
bullion is brought foi that purpose to the mint 
The standard coin is simplv a small round piece of 
bullion made always of exactly the same weight, and 
certified both as to its weight and fineness hv the 
impression upon all parts of it being slim p and clear. 
Standard coins cannot therefore differ in price from 
, bullion of the same metal excepting onlv by the 
cost of coinage Small jewellers and others who 
cannot purchase bullion m the market find the 
melting up of standard coins the easiest way of 
meeting their requirements 
In nearly all countries of the woild the standard 
coins consist of gold, and these count] ics axe said, 
therefore, to have the gold standard TJnfouun- 
ately most countries have adopted standard 
coma of differing weight and fineness. Tho 
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English sovereign, weighs 123.274 .grains, and con- 
sists of gold eleven-twelfths fine, so that the weight 
of pore gold 'which it contains is 113 0016 grains. 
Since there are 480 grains in one ounce Troy, the 
unit in which precions metals are bought and sold 
in England, we find that there are 3 894 sovereigns 
minted from one ounce of standard gold ; and this ' 
gives what is called the “ minUprice ” of gold, 
which, stated in pounds, shillings and pence, is 
£3 17 s. 10 \d. [ When we compare the standard coins 
of different countnes we do so on the basis of what 
is called the “mint par ” or “parity,” which 
simply means the number of standard coins of one 
country which is equivalent m weight of pure gold 
to the standard coin of another country ' Thus the 
weight of a franc in Prance is 4 4804 grains: and 
this divided into 113.0016 grains gives 25^2215, as the 
number of francs which are equal to one sovereign. 
Similarly the gold dollar-of the United States con- 
tains 23 22 grains of pure gold, and the mint par, or 
“ parity of exchange,” is 8 4 8667 equal £1. 

Token money , on the other hand, circulates only 
by force of law and custom , and it differs from 
standard money m two essential features.. In the 
first place it is made so light m weight that its 
intrinsic, value as bullion is much less than the value 
for which the law says it shall be accepted. , The 
token coin in fact merely represents a certain frac- 
tional part of the standard coin, one-quarter, one- 
eighth, or perhaps one-twentieth part, so that the 
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cores jutd cumipvov n\rsu'< r 

not timifor 


actual quantity of metal it eoni aim dm ' l not 
Tlio second essential foatmo <*f t*u » -t 
flint the quant it > coined and ! »"uU t«. ^ in- 
ly limited to tin nqm».m*^t' o' t»" mttuW ^ 
certain quantity of nund d.’iev :* * 
vrliero in town or in oountrv. If ^ l« n ^ l ^ c ' 
small money m circulation, pyopV find mnumlt}' in 
getting clmngc and buying rmall nmuittb 1 of 
things for everyday use, and nKrelmntr iu the 
bazar niahe a clmrgc for cbnmring the lurg-r cjip >, 
On the other hand, if them i« too much Hindi ts»c ’•> / 
put into circulation, people ln\e took iS 't than 
they want, they find it trouble onu* to tarrv about 
and are eager to pass it on to other'* C\e,>-eqn< id*/ 
it may fall to a discount, a 4 - hnppamd a f* a* m nrs 
ago in southern China when pieces lepre^jifmc the 
tenth of a dollai (the stand, ud com) Vere r-ue [ in 
such vast quantity that people had ton mnn\ of tb< m 
and they became in fact voilh much le~s than Gm 
tenth part of a dollar It is olninus then fore th il 
Government must limit the quantity of tin* vnr ill 
money which it issues 

The cunenev laws m oath unm!i\ define the 
corns which shall be legal tender Money n « a 1 
to be legal tender according to lav. v.lien a person 
is hound to accept it m sat i** faction of a debt if 
ottered to him Thus m India the mKoi rupee has 
always boon 1,-al tenckr l„ .,nv amounl The 

® n ?^„ U y™, 01811 luinloi m Jmiu 

“ 1893 ' but 1110 dollar gold piocs of tho Uuitcd 
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States is not legal tender, nor is the “ halli, sicca 
rupee ” of Hyderabad State. (The subsidiary coins* 
are limited legal tender , that is to say, they may 
be^ tendered up to ascertain sum only.) If~a debt 
is above that amount, the creditor can refuse to 
accept more than the limit in the settlement of 
any one debt. 

It was explained above that a standard coin is 
really a small piece of bullion, the weight and fine- 
ness of which has been certified by G-ovemment. 
Coins in their circulation pass constantly from 
hand to hand ; they are thrown into boxes and 
shaken together in bags in the course of being 
carried from place to place In this way coins 
suffor from wear, that is to say, a small amount of 
the metal is nibbed off the surface and disappears 
as dust. When corns are much worn, the impres- 
sion is indistinct oh both sides and -the edge is 
rounded At the same time the weight of the coin 
is reduced ( The natural wear of coins in circula- 
tion cannot be prevented, but fraudulent reduction 
of weight, which is sometimes practised, is punish- 
able by law ) How that coins are produced with a 
design perfectly executed, it is easy to detect if 
some of the metal has been filed or rubbed off, but 
in former times it was not so easy to detect this 
means of defrauding the public. A small amount 
of cold and silver was rubbed off each coin, and 
these were then passed on into circulation, their’ 
value being the same as before in making payments 
to the public for purchasing goods. 



la COINS AND CURRENCY SYSTEMS- 

Now, tlio advantage of coins is that the trouble 
■of weighing gold or silver is avoided and payments 
aro made by tlie simple counting out oi corns. 
Money circulates therefore by “ tale,” or number 
of coins, everybody accepting the coin ns of full 
weight If coins in circulation become numb 
reduced in weight by wear or by fraudulent 
practices, there comes into operation wliat is In own 
as Gresham's Law. This is a statement of the 
generally observed fact that, full weight and light 
weight standard money of the same denomination 
cannot cixchlate together Although the public may 
treat full weight and light weight coins as being of 
the same value, and generally must do so, there are 
men whose profession it is to deal in money and in 
gold and silver, to whom full and light weight coins 
are very different A few men belonging to the 
dans of shroffs, banias, goldsmiths and silversmiths, 
find that they can derive a profit hv abstracting 
the full weight coins fiom cnculation and passing 
on the hght weight coins. Remembering that wo 
are considering standard coins only, we see that it 
is only the full weight corns which are fully worth 
their bullion value : the others aie in a very slight 
degree token coins Consequently, the full weight 
corns are selected and melted np into bullion, or are 
exported to foreign countries, where of course they 
are dealt with by weight and treated as bullion 
Obviously, if rupees were still standard corns in 
, ^ a m£U1 m Portmg goods from China would 
select 10,000 full weight rupees rather than 10000 

- y~ - ' ’ — - 
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light weight rupees, "because he would lose 2 or 3 
per cent if he sent light weight com to China 

Exactly the same consideration holds if standard 
coins are put mto circulation, of which some con- 
tain less pure metal than others. Suppose that 
some standard coins were issued of which 15- annas 
was pure silver, whilst other coins of the same total 
weight and the same nominal value contained only 
14 annas pure silver. Obviously, it is the coins 
containing 15 annas silver which would be melted 
up and exported, and the metallic currency would 
eventually consist almost entirely of the less valuable 
metal. 

We can thus state Gresham’s Law in general f 
terms, that “ bad money always drives out good ' 
money.” It follows also that good money cannot 
drive out bad money. Many longs and govern- 
ments have found to their sorrow and dismay that 
any attempt to improve the comage by the issue 
of many new and full weight coins only resulted in 
their jmmediate disappearance from circulation 
It was these new coins that were always melted and 
exported, the light weight and debased coins being 
left behind. If the coins in circulation have become 
much worn, the only way m which any government 
can improve the circulation is by^withdrawing the 
light coins and issuing full weight coins in exchange 
for them The loss must be borne by Government, -*’■ 
for if it were to accept light weight coins only by 
weight, people would avoid bringing them to the 
Government treasuries. All civilised governments 
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mako a practice, therefore, of withdrawing light 
com from circulation and hearing the loss entailed 
in melting up the light coins and re-coining them. 
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DOUBLE AND SINGLE STANDARDS 

lx former centuries silver coins were the stand- 
ard money in nearly all countries* of the 
world The only token money consisted of copper 
coins. Gold was coined in many countries and 
gold coins were in circulation to a certain extent. 
The gold coins were also standard money, because 
they were coined to an unlimited extent, and were 
always worth their intrinsic value as bullion. In 
those days, both in Europe and m In^ha, both gold 
and silver coins could be melted up for bullion with- 
out loss. In certain countries a legal rate of ex- 
change between the gold and silver coins was fixed 
from time to time by ordinance ; and m such eount-j 
ries there existed then what is called the 11 double' 
standard. 55 Much difficulty arose, however, from' 
this system of having standard coins of two differ- 
ent metals, both gold and silver, in circulation at 
the same tune, because the late at which they ex- 
changed for one^another was liable to sudden fluc- 
tuations in accordance with the price of silver in 
terms of gold, or, what comes to the same thing, 
the price of gold in terms of silver. 

This was the state of affairs in Lidia before the 
year 1835 Besides the various silver coins, there 
were different gold coins in circulation, known as 
pagodas and .gold mohurs. A pagoda was a yery 
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small gold coin about the size of Hie silver four- 
anna piece The gold molmr was a much larger 
coin covered on both sides with inscriptions in the 
Persian character, and of about tbe same weight 
as the modem silver rupee These gold coins used 
to exchange for the difCcicni kinds of rupees at rates 
which varied fiom time to time according to the 
scarcity or plenty of gold and silver. The English 
Govemoi would fix the rate of exchange between 
the gold and silver corns, but the Nnwnb of Aieoi, 
the Nizam of Hyderabad, and the French Governor 
at Pondickeny, would hx different rates, each 
according to the plenty or scarcity of gold or mIuu 
m Ins territory, the rate being altered so as to 
attract the land of money desired The rale of 
exchange actually depended a great deal upon which 
land of metal the cultivators pref cried foi jeweller} 
or hoarding, on the requirements of the mci chants 
who -wanted to send money foi long distances, and 
on the occasional large disbursements of silvci by 
the Mughal and Euiopean aimies In tunes of 
internal warfare, when tlio soldieis and the tax 


collectors took all visible wealth, gold was in greater 
icquest than silver, because, for a given value, it 
occupied less hulk and could be the more easily 
hidden. In peace tunes, however, the cultivators 
preferred silver for jewcllciy 


The foreign trade of the English, French, Dutch 
and Portuguese was sometimes bringing silver into 
the countiy, sometimes gold, and sometimes tak- 
-g away gold m parent for goods. For all 
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these causes one metal or the other was frequently; 
getting scarce in a particular territory ; so the rate 
of exchange would he altered to attract the metal 
hack agam ; It was only the professional money 
changers and hamas who understood the rates of 
exchange between all the different coins, and be- 
came aware punctually of the changes m the legal 
rate between gold and silver. The unfortunate 
cultivators and the ignorant public m general were 
therefore constantly being cheated Unscrupulous 
money changers would deceive them, because it 
„ was very difficult for the ordinary person to find 
out what was the tiue rate of exchange existing 
at the time. \ 

Exactly the same state of affairs existed in Europe 
two hundred yeais ago In England it was * 
brought to an end by adoptmg the single standard 
system and making gold the only standard coin. 
Such a ratio was fixed for the silver com that it 
-became a token The fiist step towards this was 
when the guinea was lated at 21 skillings m the 
year 1717 As this was lather higher than the 
market puce of gold m teims of silver (winch was 
about 20£ shillings for the guinea), it became ad- 
vantageous to pay for goods imported into England 
by exporting silver lather than gold, so that 
England came to have mainly a gold currency. 
There were naturally slight fluctuations from time 
to time in the market ratios of gold and silver, but 
the double standaid system continued throughout 
the eighteenth century. During the Napoleonic 
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wars, the silver currency became \<‘Y? fojirc^ n 
light weight corns remaining in circulation, wmoii 
is an example of the operation of Gresham' t 
In 1816, after the end of the long European wars, 
it was decided to lcform the English current syr* 
tem, and the present \\ stem van adopted, in ahkh 
gold is the standard metal and the sovereign tlm 
standard coin, The weight of the rlnlUng 
reduced slightly relain cH to the sovereign «o 
that at the legally established ratio of 20 sin 1 lings 
to one sovereign, the shdlmg became definitely 
a token com ; that is to say, it was wm th more 
as representing the twentieth part of one pove- 
reign than as a piece of silver bullion Tim gold 
sovereign could in fact then huv silver bullion 
equal m weight to 21 or 22 shillings. Thm change 
was made m order to piotect the emrency against 
the possible rise of the pi ice of silver, which would 
lead to its bomg exported again That was liow 
the English Government finally settled the diffi- 
culty of the constnnfh fluctuating rales ol t \ change 
between gold and silvei 


The Inchau Government, lio\ve\ei, found differ- 
ent circumstances prevailing, and adopted a 
different plait. At the prevailing rate of exchange 
between gold and silver, gold had already be- 
come veiy scarce relatively to sihei m southern 
India At the same tune there was gieat confu- 
sion m the silver currency The standard money 
m the north of India had always consisted mainly 
9 1Upees ’ but tllGSC w ^ re of somewhat different 
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weight in the different provinces. In 1818 the 
Madras Government adopted a silver rupee weigh- 
ing one tola (180 grams) as standard, which was in 
fact exactly the same as the present rupee in weight 
and fineness. The other parts of India had rupees 
of various weights and fineness. [When trade 
took place between different parts of India, cal- 
culations had to be made according to the kind of 
rupee in which the price of the goods was to be 
paid, for rupees of various kinds were used in pay- 
ment, and they had therefore to be weighed, and 
were simply treated as silver bullion. This con- 
fusion wUPended in 1835, when the Government of * 
the East India Company passed an Act which made 
the Madras rupee the only standard com through- 
out the whole of India. Ever since that day these 
rupees alone have been coined. By the same Act 
gold was demonetized and gold coins were no longer 
legal tender .money. Silver rupees alone were ac- 
cepted in payment of revenue and other Govern- 
ment dues Thus the single_jsfiver standard was 
established Jn India ;~"and this currency system 
lasted without any substantial alteration until the 
year IS&T. 

The idea of the double standard was by no means 
dead, however , and at "various times proposals 
were made for agam intro ducing gold into circula- 
tion. The Act of 1835 had authorised jthe coining 
at the Company ’s nunts of a gold mohur of the same 
weight and fineness as the rupee This was worth 
approximately Bs. 15 ; whilst 5 and 10 rupee pieces. 
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corresponding roughly with the half-sovereign nnd 
soveieign, worn also corned Only ‘■mall quanti- 
ties we issued, however, as they were not legal 
tender. In 1841 a proclamation was issued autho- 
rising treasury officers to receive these gold coins 
at their face value , but m the later forties there 
was very little gold in cii dilation The gieat dis- 
coveries of gold m California and Australia about 
1851 led to its being feaicd that thoic would be a 
great influx of gold into India , and the receipt of 
gold at the treasuries was discontinued The ac- 
tual depreciation of gold which resulted^fiom these 
discoveries was much less than had beciT anticipat- 
ed, so that attempts weie made again from 3859 
onwards to extend the use of gold coins Govern- 
ment decided, however, to issue paper currency 
instead of attempting to put gold into cn dilation 
as legal tender 

In 1864 an important step was taken in authoris- 
ing the treasunes to receive English and 
Australian sovereigns and half-sovereigns in pay- 
ment of Government dues at the lates of Es 10 
and Es 5 respectively When available, sovereigns 
and half-sovereigns might also he paid out of the 
treasuries to peisons willing to receive them in set- 
tlement of claims against Government In actual 
fact, this did not bring sovereigns much into use, 
for at this time the price of silver was beginning 
to depreciate Consequently m 1868 it was noti- 
fied that the late at which sovereigns and half 
sovereigns would he received at public treasuries 
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would be Rs 10-4-0 and Rs. 5-2-0 respectively. It 
is worth while referring to the beginning of Chap- 
ter X (page 118) in order to note how this rating 
of the sovereign corresponds with the foreign ex- 
change rate, which is calculated from the prevail- 
ing market rate of exchange between silver and 
gold 

In 1871 the gold pi ice of silver and the rate of 
exchange on London began to fall steadily Fur- 
ther proposals for introducing gold into circula- 
tion were made, but again on the double standard 
basis ; and the Government of Lidia definitely 
rejected such proposals m 1874 From this time 
onwards, one paity strenuously advocated the 
closing of tbe mints to the unlimited coinage of 
rupees, and another party advocated bi-metallism. 
“ Bi-mefalhsm ” means a double standard .system 
with a fixed ratio between gold and silver, which | 
would be maintained by an international agreement, 
all the principal countries of the world passing 
similar laws to regulate the relative values of gold 
and silver • Li spite of several International^ 
Monetary Conferences^ being held m Paris, no 
agreement' was' ever come to between the principal 
nations of the world as to the rate of exchange 
between gold and silver to be universally adopted ; 
and as India could not act alone, tliejpolicy of bi- 
metallism was definitely abandoned after the 
failure of the Conference of 1878 



CHAP TEE. IV 
PAPEE MONEY, 


In the last chapter we saw how the currency sys- 
tems of civilised countries arp established, there 
being coins of one metal, gold or silver, adopted 
as standard money and several oilier coins used 
as token money to lepresent fractional parts of 
the standard com In the picsent chaptei we shall 
see that the cunencv system does not consist only 
of metallic money , but in most countries includes 
also paper money, the use of which is regulated by 
law 

From very ancient tunes it has been found that 
various things can be nsed to represent corns, 
either by such a custom ansing amongst the people, 
or by the long or governor proclaiming a law to 
that effect. For example, in many countries small 
pieces of leather were nsed, impressed with the 
king’s seal Pieces of wood and small flat pieces 
of burnt clay have been nsed. The Chinese 
appear to have been the first to use paper to 
represent money, which they did many hundreds 
of years ago. In Europe paper money has been 
regularly in use for the past three hundred years • 
hut m India it was unknown before the British 
rule 

.Paper money is issued in tie form of a printed 
note, which rgads as a piomise to pay the hearer 
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a certain amount of the standard money of the 

n ^ 

country on demand ; In many countries banks are 
“allowed to issue sucli notes under strict regu- 
lation by Government. 

pr ivate banks issued . .notes in Bengal and the\ 
Banks of Bengal, Bombay and Madras were per- 
mitted to issue notes from 1809, 1840 and 1843 
respectively until 1862. When a bank fails, how- 
ever, its banknotes become worthless, or nearly so. 
There were many cases in Europe and America 
where banks failed to pay their notes on demand, 
that is to say, immediately they were presented for 
encashment ; and similar difficulties had occurred 
in India Government desired to supplement silver 
by the use of some other currency medium, so as 
to lessen the demand upon the world’s supplies of 
silver and avoid locking up too much capital in un- 
pioductive uses \It was considered impracticable 
to introduce gold into circulation in India; conse- 
quently, the only alternative left was to popularise 
the use of paper currency * As the Honourable 
w Mr. James Wilson, _ Finance Member, said m 
his speech, intioducmg the Paper Currency Bill 
in 1861, the object at which Government aimed 
would be accomplished 1 1 by, having recourse to a 
sound, well regulated paper currency of general 
application to the whole of India, and at all times 
easily and readily convertible mto the com which 
it represents— a paper currency so well secured 
that it can safely be made a legal tender m all 
transactions throughout India. ’ ’ It would not have 
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been right to force the notes of banks upon the 
public m India , consequently, Government could 
not make them \cqal Icndci, and the circulation of 
bank-notes must necessarily have remained email, 

It was for these icasons that, Government de- 
cided to withdraw the privilege of issuing notes 
fiom the Presidency Banks and to undertake the 
issne of paper money itself The arrangements for 
the issue of currency notes were made by an Act 
of the Legislative Council in 1S61, and the issue 
of notes commenced in 1862. The first u currency 
notes 55 issued, like the present ones, were promises 
to pay a stated amount of silver rupees at certain 
Government treasuries. India was divided into a 
number of “ circles ” of issue, there being a cur- 
rency office m each oircle The notes were at first 
payable only at the office of issue, or in the head 
cunency office of the presidency town to which the 
circle of issue was subordinate 
It is interesting to see how the use of papei cm- 
lcncy has giown m India The following figuies 
show the total circulation at intervals oi ten roars 
from 1865 — 


Bate 


Vain? ot tmttenrj 
notes in crorci 
ol rupees 


lVrerniifp „f 

incrca*e in the 

jHriud 


3 let llaroli, 18G5 
31st Mtuct, 1875 
31st V (licit, 1885 
31 sfc Hutch, 1805 
31 Bt Maroh, 1905 
31st March, 1915 
31st Id atoli, 1920 


7,4,3 


11,24 
14,58 
30,70 
39,18 
01 63 
174,52 


ol 

.30 

111 

23 

57 

183 
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Tlie column on tlie rig-lit hand shows the percent- 
age of increase during each successive period of ten 
-years. The rapid growth of the circulation is due 
to the fact that people gradually became accustom^ 

K —V MV -* ^ 

ed to the use of notes in the inland parts of India ; 
bufalso to the improved facilities for -encashment, 
which were granted from time to time . for example, 
notes of ten and fifty rupees denomination were 
made convertible, not only in the circle of issue, 
but at all currency-offices, and in 1911 the one 
hundred rupee notes were similarly made universal. 

The last period from 1915 to 1 920 Js^five ^years 
only, and th^jiercentag^ ^ 
therJforj^je^ co mp are, it^mthjlie 

other periods, which makes the figure 366 per cent 
per ten years. It will be seeii-thaf fhis-J smnnuch.. 
greater rate of- giowth than at any previous period. 
This"Tsndue~pai tly^o^TrrnT^S~T^^ 
discussed in a later chapter, but also largely to the 
much greater facilities for the encashment of notes, 
which were provided in 1915 and 1916. The notes 
were then made payable at all district treasuries, 
and at a number of branches of the Presidency 
Banks A gi eat, improvement was. the issue of one r 
rupee notes’~in~Hecember, 1917, followed shortly 
afterwards by notes of Rs. 2-8-0. 4 The one-rupee 
note continues to grow in popularity and has doubt- 
less become a permanent feature in our currency 
system. 

Currency notes of all denominations are 
“ promissory^ notes/ ’ and the promise is to pay 
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paper money 


" on demand,” that is to say, immediately the note 
is presented for encashment during the hours when 
the treasury is open for business The notes are 
said therefore to he “ convertible,” which means 
that they can be turned into silver money at any 
time 

There is a danger that paper money may be 
issued m greater quantity than is required by the 
public, which may cause prices to rise, and may 
eventually cause paper money to fall to a dis- 
count as agamst standard money In some count- 
ries, the government, when veiy short of money, 
has printed vast numbers of notes and put them 
into circulation as a means of paying its expenses. 
This is a very leprehensible practice, as it 
amounts to defrauding the public by exacting 
from them a contribution to the government without j 
their knowledge or consent As will he explained 
in a later chapter, an over-issue of paper money 
causes prices to rise, so that the cost of living 
greatly increases Persons earning or receiving 
fixed incomes find then money woith much less 
than before What happens is that the putting of 


a great quantity of notes into circulation actually 
transfers spending power from tlie public to the 
Government which issues the notes If powerful 
hanks make over issues of notes, the same thing 
happens ; hut the command of wealth is transferred 
to the banks instead of to the government 

Over-issues have been made by so many countries 
at different tames that it would need a long list to 
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mention even the important cases. One of the 
classical examples is the over-issue of the assignats, 
or notes of the French Republic at the time of the 
Revolution, and other striking examples are the 
over-issues of paper money by the Government of 
Brazil from 18S9 to 1S9S and by the State Bank 
of the Argentine Republic at various periods from 
1826 to 1890. 

Theie was no justification for these over-issues 
by the South American Governments, because 

I they occurred in peace time and were due to very 
bad financial arrangements. There is more excuse 
for governments making big issues of paper money 
’When they are embarrassed by the difficulties of 
^nancing a great war. The expenditure is far 
'greater than can be raised by taxation, and the 
jeconomic situation of a country at war is not favor- 
kble for raising money by loans Consequently 
[the issue of paper money is often the only resource 
left As will be seen in a latei chapter, this means 
of financing their heavy expenditure has been 
adopted by most of the countries of Europe during 
the recent Great "War. The most striking example 
of what can happen is furnished, however, by the 
jrojjblk notes now in use in Russia which have been 
issued by the Bolshevik Government. These notes 
are supposed to represent one loublc, the rouble 
being a gold coin worth veiy nearly the same as the 
rupee on its new basis that is, one-tenth of a 
sovereign. Yet the rouble notes have been issued 
in such vast quantity that a paper rouble is now 
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almost worthless A one-thousand rouble note is 
worth only about one pice, and the value of the notes 
is continually falling lowci and lower, because they 
are being printed and issued in such vast quantities 
that the Bolshevik Government u ill never be able 
to pav them m gold or silver They have become 
“ inconvertible ” This is an extreme case, how- 
ever, and is a dcspciate rosouice oT a Government 
which does not know how to govern and is struggl- 
ing for its very existence. 


The Paper Currency Reserve 


In order to avoid any danger of over-issue of < 
Indian Cuirency Notes, Go\ eminent established 
hy the ongmal Act ol 1861 the Papei Cuivencv 
Reserve, in which a gieat stoic of soveieigns and 
of silver rupees is kept alwnvs in leadme^s for > 
paying the notes in citliei gold 01 silvei whenever 
presented foi encashment Aceoidmg to the I 
present law, the reserve may he held up to the 
amount of Rs -,85ml ores m the shape of investments 
eithei m England 01 m India of a land which hear 
intei est, and which can he easily sold m case it 
should ho ncccssai y to proem e gold and silver foi 
tlw reserve without delar The remainder of 
the reserve must consrst „f actual gold and silver 
corns held ill the Government treasuries in India 
always ready for payment. At the end of Jiiue. 
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1921, the Paper Currency Beserve was composed as 
follows • — 




(In lakhs of rupees) 



22nd May 
1920 1 

30th Juno 

1921 

Coin and bullion — 




Silver cqm , ... 

•• 

35,71 

66,86 

Gold com and bullion 

• « 

48,60 

24,36 

Silver bullion under coinage 

a • % 

4,67 

4,20 

Gold coin and bullion m England 


Nil 

Nil. 

Silver bullion m England .. 


Nl 

mi 

Gold in trau8ifc to India ... 

IH 

1,42 

Nil 

Securities at purchase prices — 




Held in India ... ... 

It 

28,33 

67,99 

Held in England ... 

• •• 

53,77 

8,86 

r [’>%'■ 




7 < 'i OTAL 

* T V j. 

- 

IM 

167,30 

171,75 


^ 4 jt-Er AJ b U.O » ixa u <-*x o uaxv wvi * y y ajulval* ujllv> 

^Hblic gain by having papeiHmoneylssued by Gov- 
ernment In the first_plane it is light in w eightr-so- 
that notes representing a large sum may be conveni- 
ently carried, whereas one would require a coolie or 
ihela to cairy the same sum m silver Also for 
the staling of money for futuie requirements notes 
are convenient, as they take up a small space. 
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Tiioy "will be perfectly safe if put in a small metal 
box, and they may be put awa\ for as many jear# 
as the owner desires, because thev v.iH always be 
changed into silver when picsenied at the treasury, 
however many years old they may be. H any cm- 
rency notes which had been hidden away fifty years 
ago were to be presented now for oncaslunont, they 
would be paid Another great ad\ ant age of cur- 
rency notes is that they may he used for sending 
money hy post by the system of registration and 
insurance. 

There arc also many advantages to Ooi eminent 
in the use of notes. In the first place, the use of n 
great deal of silver and gold is avoided, winch would 
otherwise have to be bought in foreign countries 
and corned into rupees and soieieign* This will 
be understood if w r e consklei the total amount of 
money m use m India — silver, gold and paper. It 
is impossible to say how many rupees are in use , 
but wc may assume for the take of argument that 
the lupees in active cnculaUon amounted to about 
270 erorcs in Januaiy, 1920; whilst the currency 
notes issued amounted to 186 croies 

The figures of silvei and gold in the hands of the 


public are not leally known, because so much that 
is issued by Government is aftci wauls either ex- 
ported oi melted The above figmes will serve 
Iiottctm, very well loi purposes ot llluslration ]■’ 
mil be seen Ihen that tlio total amount ot money 
wed by the people ot India amounts to about 450 
croios. At first it would seem that Soyemmeat, by; 
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issuing paper money, has been able to make a 
saving in the use of gold and silver to the extent 
of 186 crores of rupees This, however, is not the 
case, because we have to take into account the gold 
and silver which it is necessary to keep in the 
Paper Currency Reserve, so as to ensure the notes 
being convertible on demand / In January. 1920, 
the amount of silver in the reserve was 42 crores 
and the amount of gold about 44 crores, a total of 
86 crores." Subtracting this from the total amount, 
we find that there was exactly 100 crores of paper 
money issued in excess of the metallic portion of 
the reserve This sum, Rs. 100 crores, therefore' 
represents the amount of gold and silver the use 
of which in the country is saved by the circulation 
of currency notes Tiny interest upon this great 
sum of money is provided by the invested portion 
of the Paper, Currency Reserve; and amounts to 
over 5 crores per annum. If there were no paper 
money, an additional one hundred crores of silver 
and gold would have been needed in circulation. 
This would have been doing no useful service to the 
country, because paper does the work just as well, 
so that Government would have been losing interest 
to the amount of over Rs. 4 crores per annum. If 
this income were not obtained, taxation would have 
to be increased. 

As regards that portion of the paper currency 
circulation which is represented by the metallic 
part of the reserve, namely, 86 crores of gold and 
silver, there is also some saving. Coins when 
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, * ^ * 

THE WORK OF A BANK 

* 

Banking _is_ilxe^,bxisiiie ss,_ojf _de alin g-hm-money 
an d credit s and in the remittance of money from 
person to person and place to place The office or 
lionse in which tliis business is carried on is called 

i 

a' “ bank ” The business may be carried on by an 
individual person or a firm, and these are properly 
-spoken of as a “banker” or “bankers” Such 
busmess is often carried on by a limited company, 
which is then called a “ banking company.” In 
ordinary speech, howevei, the term “ bank ” is 
often applied, not only to the place of busmess, but 
also to the firm or company which carries on the 
busmess 

The business of a banker is of two distinct kinds, 
which might be carried on separately, but which 
it is advantageous to combine. _T^gj5r^t class, of 
business is to receive money on deposit or loan, for 
which he usually pays a small rate of interest ; and 
to advance money or make loans to his customers, 
on which he charges a higher rate of interest The 
second class of busmess is to undertake, on behalf 
oT luFcustoiners, the making of pavments from one 
person to anothei, which .frequently involves mak- 
ing remittances of money to distant places and to 
foreign countries. For making remittances a small 
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rate of commission is chniged, ni fcuch raie that tbo 
business is pioMahle We shell U concerned .0 
this chaptei chiefly with the inht of these , 
classes of business, the second being dealt with w 


the next chapter 

The essential feature of the bnshuss of deposit 
banking is that the banker is a pci son or firm who 
undertakes to leceive deposits of money fiom the 
public and to iepa\ them on demand, that is to sa>, 
immediately the lepaymcnt is asked fot by a writ- 
ten. 01 dei called a cheque The hanker must ob- 
viously be a pei son of good standing and cicdii in 
the eyes of the public, 01 they would not entiust 
their money to him It is essential for establish- 
ing his credit, and to he suie ot alw aA s repaving 
deposits on demand, that the hanker, or banking 
company, should possess a considerable sum of 
capital, and he must be ready to employ it entirely 
m bis busmess of banking 
Banks usually leceive mono) on deposit on 
various terms That which is deposited with them 
on such an anangement that it may be withdrawn 
on demand is said to be deposited 11 on current 
account ” Some banks pay a small into of mtei- 
est, 2 or 2-1 per cent, on the balance winch a custom- 
er has with them on emient account fiom time 


to time , other hanks pay no mteiesi on balances oi 
their customeis on cm rent account because they arc 
subject to withdrawal without notice If the Jus 
turner is certain that lie mil not require to use hn 
money within a short peuod, he may pl^ it 0f 
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“.fed deposit ” with the bank, that is to say, on an 
arrangement to leave it with the bank for a fixed 
period, or subject to a certain number of months’ 
notice. The banker is then in a position to use 
the money m a more profitable form of investment, 
and he is leady therefore to pay interest, and to 
pay a higher late of interest the longei the period 
of notice of withdrawal that he receives. For 
example, many banks in India wall pay on fixed 
deposits subject to thiee months’ notice, interest at 
the i ate of 3 per cent per annum, for six months’ 
notice 4 per cent and twelve months’ notice 5 per 
cent 

The total fund of money available for the banker ^ 
to mtilize is made up then as follows — - 

(1) His capital 

(2) Deposits on current account. 

^ (3) Fixed deposits 

Separate accounts aie kept of course for each of 
these, and with each customei , but all the monies 
thus available are mixed in one fund, and are at 
the bankei ’s disposal to employ as he thinks fit _ 
in banking business The manner of employing the - 
available funds is the whole secret of safe and suc- 
cessful banking It must be undei stood that the 
banker is seveiely kmited as to the pioper use to 
which he may put his funds by the conditions on 
which he has accepted money fiom the pubke, and " 
which he is bound to fulfil both for Ins own ciedit 
and in the eye of the law. We shall understand the 
banker’s position better by comparing his business 
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with that of companies which also receive mm , > 
but on different terras. 

First let ns take as an example the ‘ hmldio fc 
compamcs,” winch are also sometimes istnhUslmd 
as co-operative societies. Such a building company , 
01 society, is formed bv a number of pel Form who 
buy so many shares and thus pi ovule ti certain 
amount of capital The company 01 sotm-tv. also 
accepts loans 01 fixed deposits for long periods, two 


01 tbice or five reals, but it does not accept any 
' deposits repayable on demand Its own capital and 
the money lecened on deposit aie lent out to tlic 
membeis m oidci that they ma\ bm or build 
houses The loans aic made on the security ot 
mortgages of the houses, and usually the loan is 
made repayable by instalments. The *coinpnn> , or 
society, makes its pioht In lccciung on the loans 
mteiebt, say, at 6 pci cent, whilst it pa\s -If of*T> 
per cent on the fixed deposits It is m a veiy 
secure position, because it lends onl\ to the amount, 
say, of two-thirds oi tluee-fouiths of the market 


valne of the house, and also insists that the house 
be mortgaged to it It is entitled, theiefoic, to 
* possession of the bouse and sell it in order to 


recoup itself if the borrower fails to pay interest 
or repay instalments of the loan on llio agreed 
dates The one thing which a building company, 
or society, cannot do, however, is to icalise its 
capital quickly Its money is all lent out on the 
security of the houses, and it is agreed to be 
>ep«d pa ceibun dates, and the comply c^ot 
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get tlie money back at any earlier time. 

Let ns take another example. There are in 
England and other countries many investment 
companies, or “ investment trusts,” as they are 
sometimes called These are large companies, the 
shares of which are bought by many persons. When 
investment trusts accept loans, it is only in the 
form of what are called debentures, which are only 
lepayablo after a long period — twenty or thirty 
years Such companies then invest their funds in 
the shares of other companies — railways, mills 
and various industrial concerns. The dividends 
received from the shares are applied first to pay 
the interest on the debentures, and the balance is 
divided amongst the shareholders of the investing 
company. 

It is a dangeious business for a bank to try to 
act like a building society or an investing company ; 
yet many banks have failed and involved deposit- 
ors m heavy losses simply because they have 
ignored this good lule of banking. If a banker lends 
moniey on the moitgage of house property or 
zemmdary, it is often impossible to get repayment 
of the money just when the bank wants it. The 
bonowci is not m a position to repay, and if the 
banker decides to sell the pioperty mortgaged to 
him, he may find this difficult. There may be no 
purcliasei available, or the highest price offered 
may amount to less than the loan In any case, it 
takes some necks or months to get the' sale of 
landed propel ty completed. 'Again, the banker 
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ought not to act as if lite 1 ™* ™ 

company by puttuig lus i'm-'ls !«•<• »'■' 'b.nos o 
railways and industrial concerns M >» lrtt * lhhX 
the shares of well known and success! ul railway 
companies, like the East Indian Kndwny and 11 m 
Great Indian Peninsular Pnilwa*. always dud 
leady puicliaseis , they can he sold any day at a 
jnaiket puce which is well Known on tin* slock ex- 
changes of Bombay, Calcutta ami London. Bui the 
matter is quite diffcicnt if the banker puts his 
funds into the shares of a small blanch line com- 
pany, or a new cotton mill or facloiy, 02 worse fdiH, 
a coal mine or oil piospectmg syndicate. Tn th«* 
latter case, thcie is gicat risk that the xcntuTC may 
turn out altogethei a failure and the money l»o 
entirely lost In the case of n hi .inch line milway 
or a cotton null, the money may really ho safe 
enough, hut piofits may not he earned for mau\ 
yeais, and 111 the meantime it would be impossible 
to find pm chasers foi the shaics except with diffi- 
culty, and piobabh ioi less than the hank paid foi 
the shaies The hnjmg of such shaics should he 
left foi pn\ ate poisons 01 an investment company. 
The lattei puts its money into so many different 
companies that, if one 01 two fail altogethei, and 
some otheis fad to pay any dividends foi the hist 
few veai s, the investment company does not 1 pally 
suffer, because it is suie to he getting piofitable 
dividends fioin some of its shares 
We see then that the piopei business of the • 
hanker is 'to avoid locking up his money by lending j 
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it out on mortgages of land or houses ? or b y invest- 
ing iTInln 3 SmLnndentatags, n „His object must 
*~bVscf to utilize Ins funds that they can be recovered 
after a short interval, if they should be required, 
to meet demands of depositois to withdraw their 
money. The method which bankers prefer is to 
utilize their funds by advancing on the security 
of liundis 01 bills of exchange. When a merchant 
sells goods to another merchant or to a manu- 
facturer, he draws a bill or hunch for the amount 
of the purchase money, the bill becoming due after 
a stated interval of one, two or three months. The 
bill or liundi is presented for acceptance to the 
purchaser of the goods, and when he has accepted 
it the bill is said to be negotiable, provided the 
drawer and the person on whom it is drawn are 
both of good credit The drawer will take such an 
accepted bill to Ins banker, or if he has not an 
account with a bank himself, lie will take it to a 
shroff who will pay him the „ discounted value of it 
and then endorse.it and himself take if to the bank. 
In either case, if the names on the bill are con- 
sidered good enough, the banker will “ buy ” or 
discount ” the bill, that is to say, he will give the 
full amount for which the bill is drawn less., a dis- 
count, which lepresents the interest due upon the 
amount which is advanced dui mg the period before 
the bill matures and becomes payable The advant- 
age to the banker of this form of investment is that 
he knows exactly when the bills will mature and 
therefore when the advance will be paid oh. If there 
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should he a pressure lo withdraw mwry from the 
bank, he has only to slop discounting now bills, nr»d 
the old hills 'which are maiming are fonsfontly 
supplying him with funds. The Q amc is true, how- 
ever, of any short period loans which are certain 
to ho paid off at a given date, or whhh are made 
to persons who will he m a position to repay after 
short notice if rep, n meat should he roque-ted by 
the hank To persons of good ‘•landing, particularly \ 
persons of high eharactei and energy well known to | 
the banker, or poisons m i mu pi ol ample fived 1 
salaries, the banker wall adumec* moderate* sums ] 
without secuniy, us Ihe borrow'd can easily repay 
the hank with two or tin ec months ’ noticr, and the 
bankei can tiust bun to do so In many cases, 
howevoi, banks do not care lo (rust to the discietion 
of then manageis in making such personal loans, 
and they lequiro that there shall he some collate) al 
security as it is called If the pci sou who desires 
to borrow from the hank can find some substantial 
person who will guaiantoc repayment at short 
notice, that will satisfy the hank A very fre- 
quent custom, however, is to deposit some easily 
marketable goods as security. If the borrower 
has gold or silver, 01 jewellery 01 piecious stones, of 
considerable value, the bankei will advance against 
these as secunty up to, say, one-half of the estimated 
value, because they can ho easily sold if the bon ower 
fails to lepay The best foim of “ marketable ” 
security, however, is an easily saleable investment, 
euch^s bonds, or stocks and shares of laige and 
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well known companies. The hanker will always 
advance against the security of Government Promis- 
sory Notes, War_Loan bonds, municipal and port 
trust loans, and the shares of the big railway com- 
panies, and a few big steamship and industrial com- 
panies which have been paying steady dividends. 
The prices of such securities are quoted daily on 
the stock exchanges, winch is_ one reason why the 
banker likes them, because he can immediately ascer- 
tain the market value of -the security, and can arrange 
to advance three-fourths or four-fifths of the value, 
allowing a margin both for depreciation of the invest- 
ments, and to secure to the bank the interest which 
will accrue. 

So much then for the profitable use of his funds 
by the banker. It -will not do, however, for the 
banker to pay out all his available money in dis- 
counting commercial bills and in short time loans ; 
for- he has always hanging over him the obligation 
to pay money to his depositors on demand. He 
must, therefore, always keep a considerable part of 
his total fund in actual cash m the bank itself — 
carefully guarded in safes and underground strong 
rooms. The head office of a bank will have many 
lakhs of rupees in actual silver, and perhaps twice 
as much in currency notes in its strong rooms, and 
a certain amount of gold com and gold m bars It 
can pay its customers in silver, or currency notes, 
or sovereigns, as they are all legal tender, but 
it cannot offer them hundis or coins of other 
countries. It is obviously unprofitable for a bank 
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to. keep muck of its funds in tlie form of actual 
money locked up in safes, because suck money is 
idle and earning no interest , whereas if suck 
money were lent out, oi otkeiwise mvested, it would 
be earning interest. Tke banker therefore Jteeps 
his reserve of cask as low as he possibly can con- 
sistently with safety, and mvests a portion of his 
funds in Government Piomissory Notes, Govern- 
ment loans, and other gilt-edged securities, which 
can |be sold on the stock exchange at, a momenta 
notice by telegiaphing to his ’ ’ r r 



CHAPTER VI 

BALANCE SHEET OP A BANE ' 

) 

Having seen in the last chapter how the work of 
a hank is carried on , 1 we are now in a position td 
understand the balance sheet of a hank — a docu- 
ment which to the initiated shows its financial posi- 
tion at a glance In the last chapter we looked at' 
the question of the business of hanking largely fiom 
the point of view of the banker himself. We 
shall now consider hanking from the point of View 
of the customers, that is to say, the public Which 
proposes to use the facilities offered by the hanks. 
As has been explained, the two chief services which 
a bank renders are, firstly keeping safely money 
deposited with it, always being ready to pay it back 
to the depositor either on demand or after notice, as 
may be arranged ; and secondly facilitating the ‘ 
remittance of money from person to person afid from? 
place to place. h ; 

It is all very well for a banker to undertake to 
carry out these services. Anybody may make pro- 
mises ; but the question is whether he ih&y be ex- ; 
pected to fulfil them. This question of the cbnfi- * . 
dence of the public in the banker’s promises of re- 
payment lies at the -very foundation of successful' 
banMrfg 'There, ake two chief wfiys in' which a 
person or company trading as a banker 'may gain 
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credit : ( 1 ) by being scrapnlonslv careful to mabo 

all payments on the due date or titan demanded, 

80 that lie gains a reputation for alw a> s being »'> c 
and ready to pay , and ( 2 ) by possessing a large 
amount of propel ty, and lotting the public know 
that the total wealth which he owns is a much, 
greater sum than what he owes— or putting it mff 
technical language, that his assets exceed his liabi- 
lities A company does this by publishing it« 
balance sheet, and some private firms of bankers 
do the same 

It is convenient to take an example, and we may 
examine tlieicfoie item by item the figuies given 
in the balance sheet printed on page 46 The balance 
sheet has two sides, termed icspectivc.lv “ Liabili- r f | 
ties ” and “ Assets ” The liabilities of a bank-* 
consist of all sums of money whatsoever that it owes,, 
temporarily 01 permanently, and the assets include^ 
the property of the hank, and the amounts which are£ 
owing to it, and aie expected to he paid to it in f 
money in due course.' The assets represent there- 5 
fore all the money and property which are available 
for paying the debts or liabilities of the hank, or will 
be available as soon as they are realised Let ns 
now examine each item separately, taking the liabili- 
ties side first Here we see that the first item is 
'‘share capital authorized” which means the 
amount stated m the Company’s Memorandum of 
Association and for winch it has paid the prescribed 
registration fee The “ share capital subscribed ” 
is put in merely to inform the public what amount 
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of shares haB been subscribed. The next item (2) 
shows bow much capital has been paid up by the 
shareholders. We see that in this case only half 
the subscribed capital has been paid up, which 
means that the directors of the bank have not 
thought fit to call upon the shareholders to pay the 
remaining one-half of the shares for which they 
have subscribed. This remains as a liability upon 
the shareholders. The practice of leaving share 
capital uncalled is generally regarded as strengthen- 
ing the position of the bank, because it means that 
it has a reserve of money to fall back upon which 
can be called up from the shareholders in case of 
necessity. 
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(3) .The Reserve Fund is a little difficult to un- 
derstand, and must be carefully distinguished from 
the resei ve which is shown on the assets side. The 

l X. 

reserve fund is really the accumulated "profits of 
past years — profits which have not been paid out 
as dividends, but are being utilized m the business 
of the bank, as if they were part of the share 
capital. It is for this reason that they are set aside 
as a reserve fund ,It would have made ho differ- 
ence to the balance sheet, however, if these un- 
divided profits, instead of being called J “ Reserve 
Fund ” were added to the amount brought for- 
ward and shown in item (8). "’it would then be 
Rs. 22,32,142 instead of Rs. 4,32,142 
Items (4) and (5) will be understood from the 
explanation of the, Bank’s business given in 'tlic 
previous chapter (see page 34) 

Item (6) Bills Payable means bills which the 
bank has drawn upon its branches or its agents in 
other places, or other countries and has sold for 
cash. These bills are sold for the convenience of 
people wishing to remit money, and they will have 
to be paid by the bank when presented. 

Item (7) represents bills which the bank has ac- 
cepted on behalf of customers— that is to say, 
it has promised the drawer to pay them m the 
expectation that it will lecover the amount from 

the' customers on whom they are drawn. Banks 
? f J , 
will only accept bills on behalf of customers of very 

good credit Bills so accepted are undoubtedly a 

liability, as the bank has agreed to pay them, but 



BALANCE SHEET OP A BANK 


hauler. When a private' firm or trading company - 
has assets greater than its liabilities, it is solvent ; 
hut the obligation o f a banker is always to pay in- 
stantly when demanded This may pi ove impossible 
although the assets exceed the liabilities ; for the 
depositoi who wants Ins money back will not accept 
a part of a house, or a shnie m a zemindar i, nor yet 
Government Bonds in payment— neither will he 
wait. He is entitled to receive money ; and if the 
"bank has not a sufficiently largo reserve of ready 
cash, it may he unable to pay and may become in- 
solvent, although, if it had time to realise its 
assets — that is to sell its house propel ty, bonds and 
shares, and to recall its loans to customers — it would 
be perfectly able to pay Many banks have been 
wound up simply because they could not pay when 
tlie depositors demanded their money , but the 
result of liquidation showed that the value of the 
assets exceeded the liabilities A recent case in 
London was the Birlcheck Bank , and m the case 
of the Peoples’ Bank, Lahoie, a careful liquidation 
extending over seveial yeais enabled all depositoi s 
and share-holders to be paid m full 


The.ability of a bank to meet its liabilities is to 
’ bo judged froni its balance sheet There are two 
Aeste which are usually applied for this purpose! 
On turning back to page 46 it will he seen that the 
first item on the assets side is called “ Be 

ri’oooom tal a r of ™ 

•Bs 1 55 OR nnn ■ ’ h ° ul: ' this *°tel aboui 
1,55,00,000 constates the ..Beserro, which co. 
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sists of assets in three forms : (a) cash in hand — 
that is to say, money— both coin and currency 
notes ; (b) cash at hankers and loans at call and 
short notice — money which the hank may have de- 
posited in an account which it finds it convenient to 
keep with the Imperial Bank, and perhaps also with 
an Exchange Bank, and loans which are made to 
financial firms, and which are repayable “ at call,’* 
or on short notice ; ( c ) Government and other 
securities, which are actual investments held by 
the bank itself in Government Promissory Notes, 
bonds and stocks, shares of railway companies, 
and other first-class securities, which can be sold 
at any moment on the stock-exchange should 
occasion arise. It will be seen that the whole of 
the funds of the Reserve, constituted as above 
described, consist either of actual cash or are con- 
vertible into cash in a very few days’ time. Sup- 
posing that there were to be a run upon the bank 
and heavy withdrawals of deposits, the banker 
would meet them first from this reserve 5 though 
of course he would take every step possible to re- 
duce his money outstanding in loans and bills dis- 
counted. Old bills would mature, and no new ones :] 
would be purchased. 

One test which should be applied to the balance ; ' 
sheet of a bank is the percentage which the reserve 
bears to the total assets In the example here 
described it is 30.7 per cent, which may be consider- 
ed a satisfactoiy proportion, though many banks 
moke a practice of keeping a somewhat higher per- 
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centage Any baxGc whose reserve is less Ilian 2o 
nor cent of "its total assets may be in a weak posi- 
tion ; and the public should cither avoid making 
deposits with it or at least sciutmize its balance 
sheet carefully and apply the second test to be now 
described 

The solvency of a bank depends more than any- 
thing else upon its ability to meet withdrawals by 
cheques on current account, which have to he paid 
on demand It will he readily understood, there- 
fore, that a certain latitude may he allowed to a 
bank as regards the proportion which the Reserve 
bears to total assets m accordance with the charac- 
ter of the business which it docs A hank 


situated in a laige commercial centie like Calcutta 
or Bombay will most piobablv have most of its 
deposits on current accounts ; hut hanks of the 
smaller towns, especially those which arc not great 
trading centres, are very largely merely “ safe 
deposits ” for the savings of the local residents It 


is a convenient form of investment to put money 
on fixed deposit with a local hank. Consequently, 
a bank which does business onlv m the mofussi] 
may he expected to have a larger proportion offixed 
deposits , and when this is the case the reserve 
may he safely kept at a somewhat lower proportion 
to the total assets, the leason bemg that the fixed 
deposits take tame to mature, and become payable 
to easterners at various dates, jost as the bills dis- 
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be available provided tbe banker bas not tied up bis 
money by any mortgages on bouses and land or- by 
investing bis money in companies whose shares are 
not dealt with on tbe stock exchange. 

It will now be readily understood that the really 
vital element in tbe bankerjs bal anc e sheet is tbe • 
proportion of tbe reserve to the deposits on cur- 
rent-account. Geneially speaking, it may be said 
as regards banks in India the reserve as a whole 1 
should amount to not less than half the deposits on 
current account, and that tbe actual cash in band 
(meaning sovereigns; rupees and currency notes) - 
should not be less than one-fifth of the deposits on' 
current account. 

There are other features of the balance sheet 
which are well worth observing, namely the pro- 
portion of the paidmp capital and u surplus reserve 
fund ” taken together relatively to the total Labili- 
ties and furthermoie whether the shares are fully 
paid-up or not. It is obviously not good policy for 
a bank to try to do a very great amount of business 
on a small capital. If a bank with only a small 
capital had accepted deposits to the amount of, say, 
twenty times its capital, it might in the last resort 
become insolvent even though it did keep a very 
large reserve,, and a great part of it in cash. A' 
person who puts his money on deposit in a bank 
will do well to consider the ultimate possibility of 
the bank being wound up, if, for example, a bank- 
ing crisis v eie to recur like that of 1913. The ques- 
tion would then arise what amount of thq assets 
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iruglit prove to bo umenlizubh* or partially bo. 
Some loans ■winch the bank Imd made without 
seem it), 01 on seeu nh which had MiWquently 
depreciated m mine, might be onlj partially re- 
paid, or bo wholly lost In such a financial crisis 
too the value of Got eminent and other securities 
on the stock-exchange would fall considerably ; 
and so the value of tins pail oi the Reserve would 
decline 

If the assets, on actual realization, fall short of 
the liabilities, the deposits made with the hank and 
the bills winch it has accepted are paid first , and 
the balance ol the assets, if any, is distributed 
amongst the shaie-lioldeib at so many annas in 
the rupee It is obvious that it the share ciipital 
he small, theie is so much the more likelihood that 
when a pait of the assets are found to he nmealiz- 
able, the total available may not bo sufficient to pay 
all the ci editors — so that it may not tie possible io 
pay the depositors m fulL On the other hand, if the 
capital bo laige relatively to the total assets, there 
is so much the gieaicr rnaigtn to allow foi the 
worthlessness of some of the assets and for deprecia- 
tion of others 

In estimating the proportion of the capital to the 
total liabilities, however, for this purpose, a correct 
estimate is not obtained unless account is also 
taken of the surplus leserve fund This as was 
explained previously, (see page 47) is not to be 
confused with the reserve which is part of the 
assets The surplus t esetjoe fund (called merely 
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li Reserve Fund ” in most balance sheets) repre- 
sents the accumulated profits of previous years 
tshich have not been paid ont as dividends. As the 
money is kept in the bank, instead of being paid out 
io the share-holders, it remains as part of the 
working capital of the bank ; and furthermore it 
belongs to the bank quite as much as the money 
originally subscribed by the share-holders and 
represented by its share capital — 

If the capital of a banking company is not fully 
paid up, this represents an additional feature of 
security to the depositor, though he must not be 
misled mto attaching too much importance to it. 
A' banking company is usually registered under the 
Joint-Stock Companies Act, and as such three 
forms of capital are recognized In the first place, 
there is the “ Authorized Capital ” of the company. 
This means merely the amount of capital for which 
the company has registeied itself and on which it 
has paid the registration fee It is the maximum 
amount for which subscriptions to shares may be 
received without going through the foimality of 
increasing the capital and paying an additional fee. 
Next, there is tie ££ subscribed ” or ££ issued ” 
capital. This means the total nominal value of 
shares for which persons have subscribed and paid 
the instalments due on application’ and on the allot- 
ment of shares The subscribed capital may be 
, either ££ fully paid ” or ££ part paid.” A share is 
fully paid when the money equal to its nominal 
value has beep paid to the company. Many com- 
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panics do not call upon ilicix rime-holders to pay 
Immediately the whole amount tor v.liich they have 
Buhscribed The fiharcholdeis me allowed to pay 
by instalments extending ovci eevoial months or 
longer. In some eases, a part of the capital due 
from the subscribers on each share remains uncalled 
for an indefinite penod — for many years. Tills is a 
practice purposely adopted hr hank*: 5 because the 
directors always have power to call up the unpaid 
instalments at any time on giving one or more 
months’ notice. The capital is pniposely loft 
unpaid so that it may operate as an element of 
security to depositors and give confidence to the 
pnblic If the bank should go into liquidation, and 
if on realization there should pro\ e to be a shoi (age 
of assets, there is a legal liability resting on the 
share-holders to pay up the balance of the unpaid 
capital on the shares which they hold , and ont of 
this the deficiency in assets is met It is obvious, 
however, that much depends upon (lie proportion 
which the unpaid capital bears to the total u outside 
liabilities,” by which is meant the liabilities to 
depositors and holders of hills If the unpaid 
capital is less than) ten per cent of the outside 
liabilities, it constitutes only a small degree of 
protection 


In this connection it is also woith noting that 
it is an element of strength if the unpaid shares or 
the hade are " widely held,” which means are held 
m small amounts hv a lame number of poisons. If 
18 be the case, it u> not hhely that there would be 
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any difficulty in securing tlic payment of almost the 
whole of the unpaid capital if necessity should arise. 
On the other hand, suppose' that the whole capital 
of the bank "is in 'the'' hands of a few persons, nine- 
tenths of it being owned by three persons and ihg 
remaining tenth by, say, 20 people. If the three 
large holders of the shares are commercial men with 
heavy financial commitments m their own private 
trading, it is quite likely that they might be involv- 
ed in financial difficulties at exactly the same time 
as the bank if a geneial commercial crisis were to 
cause a run of depositors to withdraw their money. 

- On lefening again to the balance-sheet printed 
on page 46 it will be‘ seen that it illustrates the 
various pomts which have just been referred to. 
The authorised capital is Es. 1,00,00,000, but of this 
only ’Es 80,00,000 has been subscribed and issued. 
On the shares issued the Directors have only called 
up one-half, so that the paid-up capital is 
Es. 40,00,000. There is consequently - a reserve 
-liability on the unpaid capital of Es. 40,00,000. The 
balance of the, authorised capital not issued counts 
for nothing — it is meiely a power to take more sub- 
scriptions. Item (3) on u the liabilities side is 
the surplus reserve fund. This amounts to 
Es 18,00,000, and adding this to the Es. 40,00,000 
we find that the capital owned- by the banking 
company is Es. 58,00,000. To complete our analysis 
of the balance sheet, we ought, however, to take 
account of ‘ the “carry forward.”. Eef erring to 
item 8, “ profit and loss account,” it will* be seen 
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that a sum of Its. 4, 32, M2 was In oufiM for'' ard from 

the last year. The profit mafif i» WW >» 
from the profit and loss account and brought mxo 
the balance-sheet hero, because roomy earned 
as profits on the business is money actually in 
the possession of the bank and belonging to itj 
and is tliciefore repiosentcd m the . As 

soon as the profits ate paid out by wav of divid- 
end, of course, they ihbnppeai horn the ms-mls, 
and must at tbe same time dmappoar irom Hern 
(8), •which, together with the surplus reserve fund, 
is the balance of assets over liabilities. Ti will be 
seen that in this balance-sheet the whole profit, for 
the year 1919 is shown, whilst m reality Its. 2,00,000 
has been already paid out as “ interim dividend 13 
at the late of 10 pei ccut xier annum for the first 
srx months of the year. This dividend paid out is, 
therefore, deduotod from the sum of the money 
brought forward and the profits of the ycai , leaving 
Us. 18,73,715 as profits available for distribution. 

It is entirely a question for the company itself, 
acting usually on the recommendation of its Direct- 
ors, as to how much of this profit is paid out. 
The company is legally entitled to pay out the 
whole of it m dividend— indeed, it could go further 
and pay out at any tune hv wav of dividend to the 
share-holders the surplus reserve fund of 
Rs. 18,00,000, for this is all accumulated profits. 
However, if the Directors are wise, they will recom- 
mend the company to pursue a conservative policy, 
ahd to increase rathe? than decrease the amount to 


BALANCE SHEET 0^ A BANK 59 

, <> V V ' * 

t 

be carried forward. If from the amount available, 
Bs.. 13,73,715, a snm of Bs. 8,00,000 is used to pay; 
■ the final dividend of the year (at 20 per cent), the two 
dividends taken together will amount to 25 per cent 
on the paid-up share capital; and there will remain 
Bs. 5,73,715 to be carried forward to the ‘next year. 
This would be regarded as rather a large figure ; 
and the Directors would probably decide to recom- 
mend that out of it another Bs. 2,00,000 be con- 
, sidered as added to the surplus reserve fund, mhk- 
- ing it up to Bs. 20,00,000 and leaving as “ carry 
forward ” Bs. 3,73,715. 

i 

, Legal Restrictions on Joint-Stock Banks 1 

t 

Every banking company v worthy of confidence 
prints a balance-sheet at least once, a . year and 
makes it available at its head office and branches 

- V < 

to any person who asks for a copy. Such balance* 
sheet will usually be in the same general form as 
that given on page 46 and will give the information 
required for forming a judgment of the financial 
position of the bank according to the rules of 
criticism given above. The reader must.be pre- 
pared, however, for modifications m the method of 
statement Some banks give information in much 
greater detail, whilst others combine the various 
, items into lump sums, so that important informa - 
» ti° n i s 'withheld, whether intentionally or not. A 
peculiar variety of investments may be covered by 
the heading “ other securities ” If the total under 
this heading seems large in proportion to the total 
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- assets and to “ cash rn'hand and at bankers, } ibc 
tatacekeet is not one to inspire confidence 
Again, some banks fad to distinguish between de- 
posits on current account which aic withdrawable 

on demand, and fixed deposits 
The numerous failures of banks which have taken 
place in past times m all countries, involving de- 
positors in heavy losses, have led to attempts at 
the legislative protection of the banks’ customers. 
There are hot many cases in which Governments 
have gone bo far as to make .official inspections jof 
banks from time to time to see that they cany on 
their bnsiness pioperly , althongh there would 
seem to he no reason why a bank shonld not be 
inspected for the protection of the public against 
"bad management amounting to fraud when fac- 
tories, workshops and mines are regularly inspected 
for the preservation of safety and health In most 
countries the extent to which the Government 
endeavours to protect the public is restricted to 
lequirmg the publication of information, it being 
presumed that the public when possessed of this 
information, can itself judge of the soundness of 
the hank 

-dn, England all Joint-Stock Companies are re- 
quired to publish balance-sheets^ twice eyery „yo ax«. 
The Indian Joint-Stock Companies Act (1913) also 
requires ^ special^ mfoimation to be published by 
Joint-Stock, Companies cai lying on the business -of 
ankmg Every banking company must before it 
commences business, and also on IheJrsOIpnday 
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iaiFebruaiy: and the first Monday jp Ahpst fiiaK^B 
statement showing the authorized, issued and paid 
up capital, and the liabilities and assets of the 
■ company.- The amounts of the debts owing by 
the company must be shown , separately under the 
following - ‘ heads : — (1) under decree, (2) on 
mortgages or bonds, (3) on notes, bills or hundis, 
(4) on other contracts, which includes deposits, (5) 

1 on ' estimated liabilities. The assets on the same 
date are to be shown under the following heads : — 
, (1) Government securities, which are to be enumer- 
ated, (2) bills of exchanged hundis and promissory 
'note’s, (3) cash at bankers, (4) cash securities. 

The information required to be given under this 
Section of the Indian Companies Act cannot be re- 
garded as sufficient for the protection of the public. 
It is of interest to note that the Companies , Act of 
Baroda State requires fuller inf ormation 1 as to the 
character of those assets of the company which 
consist of loans and advances made by the bank. 
The totals ate to be specified under the following 
heads : — ' 

(1) (a) Debts considered good- ; 

(&) Loans fully secured by tko deposit of 

marketable securities; 

(c) Loans fully secured on the assets of 

Joint-Stock Companies; 1 

(d) Loans, on the joint personal security 

of two or more persons ; 

(e) Loans on the personal security of the 

debtor alone j 
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(2) (a) Debts considered doubtful fully 1 pro- 
^ vided for; 

' ' (6) Debts due by Directors or other offi- 

s cers of the Bank or any of them 
either severally or jointly with any 
other persons included in the above. 

- Two of these items call for comment Many 
banks have come to grief, or at least become 
involved in difficulties, through large loans having 
been made to the Directors personally without such 
security having been taken as' would have been re- 
quired in the ease of a member of the public The 
Director has in fact nsed his influence as a member 
of the Board to obtain funds to carry on his own 
private business, which may be of a highly spec- 
ulative character. There are even cases of banks 
having been floated with the special object of 
providing the Directors with funds for their own 
purposes. ^This amounts to a fraud upon the public ’ 
and should he seveiely checked by the law How- 
ever, when the statement is lequired, cautions 
people aie piotected It may be obseived, however, 
that undei anothoi heading should be stated loans 
made to managing agency firms to which Dneetors 
belong This agam is necessaiy because it might 
be almost as usky lending to the firm as to the 
Director himself The security must vary of course 
entirely according to the status of the managing 
agency firm, and it would appeal necessary that 
the names of the firms in which the Dneetors are 
interested and the amount of advances made to 
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each sliould be stated. The form of statement 
required by Baroda^ State does not give all the 
information which is necessary for judging the posi- 
tion of a bank It is satisfactory to know that the 
Government of India has under consideration pro- 
posals for revising the form of statement to bo 
made by the banks m India with a view to giving 
further protection to the public. 



CHAPTER TO 

the growth of banking 

The liistory of banking m India, when it comes to 
be written, will be a story of the greatest interest 
to students of economics and finance , but the tune 
is not yet We are in a transition stage. The de- 
velopment of Joint-Stock banking is taking place 
faster than ever before • it has spread to the Native 
States ; a tentative beginning has been made 
with a net-work of blanches , and a new species— 
the industrial bank— has come and found welcome 
We can discern vanous tendencies of growth ; but 
these may take long to matuie Whatever the 
future may hold in store, at least of this we may 
be sure, that fifty years hence the present period 
will be regarded as having been an important and 
cutical stage in the growth of banking in India 
It must be borne m mind that theie has never 
been a sudden invention, or sudden introduction, of 
bankmg into India Trade with distant places has 
existed for many centuries, and such commerce has 
always requned to be financed , and certain mer- 
chants theiefore have always made it more or less 
their special business to deal m the finance of trade 
In principle there is no difference between the 
transactions of the mahajan, the shroff and chetty 
and those of any private bankmg firm m "any 
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country, excepting* that the former often combines 
trade with his business' of finance, and that the 
latter has— developed— a— system'"of"payment ' by 
cheques. The great difference of modem banking 
O'h European lines from the indigenous financial: 
business aiiscs from tile growth of a large number: 
of Joint-Stock' Banks and the universal use pf the 
cheque as a means of icmittance, by the mechanism 
which will be described m the next chapter 
The mahajan, shroff or chetty, who is to be found 
in every market town throughout India, may he 
properly called a xnivate banker. He accepts loans 
or deposits from various people in his town, and 
sometimes these -are repayable on demand He dis- 
counts, or buys, hundis, that is bills of exchange, 
offered by his local customers, or cashes those 
drawn upon him by firms well-known to him in 
other towns ‘ If a merchant has to make a payment 
in another place, he goes as a matter of course to 
the m aha;) an or sin off with whom he does business 
an J buys a hundi upon that film’s agent m the other 
town, the hundi being either payable on deman 1, 
or a certain number of days after sight, as may he 
agreed This is precisely similar to buying a draft 
from any joint-stock bank 
In all countiies the private banker had developed 
Ins business long before the joint-stock banks ap- 
peared upon the scene. The difference ol the pnvate ' 
bankers of the 18th century in England from 
those of India was that the - former issued bank- 
notes or promises to pay a fixed sum on demand. 
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These notes were litre currency notes and dsd not 
bear interest ; and of course they circulated only 
in the locality where the firm issuing them vras 
well-known and tiusted In exceptional cases tbo 
notes issued by big private hankers of Xjoudon, 
Liverpool, and other cities became well known 
throughout the country and were used as a means 
of remittance ; but this position whs rapidly taken 
by the Bank of England notes. In India the 
private bankeis seem never to have issued notes of 
this description ; and since IjSfii when the Govern- 
ment Currency Notes were established, it has been 
illegal foi any hank or peison to issue promissory 
notes payable to heaier on demand A further 
difference lies m the fact that the pi irate hankers 
in England developed the cheque system at an 
earlier stage, though it was not until after hanks 
had existed there for 150 years that the cheque 
almost entirely supplanted bank notes as a means 
of payment and remittance 
Banks managed upon European lines in India 
► were not at first joint-stock banks , nor ore they 
entirely so at the present day Some of the bigger 
firms of English merchants m Calcutta established 
banking departments separate from their other 
business , as, for example, Messrs Alexander 
& Co, whoso bank fiouiished foi about 60 years, 
until the firm failed in the ensis of 1832 At the 
present day Messrs Cox & Co and Messrs 
Grindlay & Co, and other such private firms 
carry on an extensive banking business, side 
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by side with their general agency business. 

The early development of the English managed 
banks was entirely in Calcutta and the Bengal side. 
In 1790 there existed in Calcutta the “ General 
Bank of India ” and the “ Bengal Bank but the 
latter failed in 1800. In IjBOfrrwas opened the 
• * Bank of Cal cutta ’ ? ; and thiee years later this 
Bank received a Charter and changed its name to 
the Bank of Bengal, which is the oldest existing 
bank in India Seveial new charteis varying the 
privileges and restrictions on the Bank were issued 
before 1876, when the Presidency Banks Act placed 
it practically on the footing on which it remained 
till January, 1921. Prom very eaily days the Bank 
of Bengal was lestricted, with the concurienee of its 
Directors, to dealing onl y i n bills of exchange pay- 
able m India, thus avoiding the piofitable but nsky 
business of dealing m foreign exchange 

The Bank^of Bombay was established by an Act 
of the Legislature m 1S10 and the Bank of Madias 
m 18J3 — . In 1868 the Bank of Bombay went into 
liquidation as a icsult of heavy losses caused' 
by tlie gieat cotton speculation at the tune of 
the Amcncan- Civil 'War The liabilities of the 
Bank were eventually paid up in full, but the share- 
holders lost most of their capital The second 
Bank of Bombay, lately merged m the Imperial 
Bank, was formed m the same year with a capital , 
of one crore, half being paid up then and the 
remainder a few years later 
The three Presidency Banks have always held 
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a unique position m the Indian banking system. 
Until 187G Government was a slun (’bolder of 
each Bank, and laigc Government funds have 
always been deposited tlicicin Go\ eminent Jins 
maintained a continuous policy oi‘ reliance upon tbo 
Presidency Banks as tlie ccnlial tenluve of the 
banking system and conuneicml finance o! India, 
and as an mtegial pait of the Indian Tieasury 
system On account of their special position the 
Presidency Banks wcie not legist ci cd under the 
Joint- Stock Companies Act , hut i\eie incoiporalcd 
each by special Cliaitei gi anted undei the Piesi- 
' deucy Banks Acts In these Chattels restitu- 
tions were made as to the chaiaclet of the business 
which tlic Banks might tiansact, with a mcw to 
cnsui'ing then stability In comse of tune each 
Bank opened numerous blanches so as to extend 
its business throughout its ‘ lnntcilandj oi moiussil, 
dependent on the Picsidene) town. The Bank of 
Bengal many a cats ago opened blanches so fax 
north as Allahabad, Agia, Delhi and Lalioie Jn 
latei yeais it opened blanches m Buinni and the 
Central Piovmces In 1919 it had hi anchcs, 

three of them being at Calcutta; and its opcaations 
covered a fai largci pait of the Indian Empire than 
those of either of the other Piesidcncy Banks The 
Bank of Bombay m 1919 had 18Ju anclics, and the 
Bank of Madias blanches The laltei nns 
perhaps the most enteipnsmg m developing the up- 
country busmess by branches in compaiatn ely small 
towns. 
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The inactivity of the Bank of Bengal in extending 
its branches in Northern India allowed room for 

i - 

the eaily gi owih of Joint-Stock banks dojng busi- 
ness wholly within India. We need not regret this 
former policy of the Bank of Bengal ; for it 
allowed the Allahabad Bank to be established 
in 1865, the Alliance Bank of Simla to be founded 
in 1874, and the Oudh Commercial Bank ni 1881. 
These sujiplanted two or thiee earlier piivate 
banks, such as the _Simla Bank founded in 1874, and 
the Agra Bank founded in 1833 which survived till 
1900 The eaily joint-stock banks were all under 
European conti ol and management ; but during 
the past 1 5 years a number of important 
joint-stock banks have been established under 
Indian boards of directors, or with mixed boards, . 
and their share capital almost entirely subscribed 
by -Indians. Many of these were estabhshed with 
insufficient capital paid up, and their cash reserves 
were insufficient, whilst they locked up theii assets 
in moitgages on real estate or by investment m 
shares of industrial companies The banking crisis 
of 1913 was the most senous since 1868 It arose 
mainly flora such faults of organization and 
management 

As always happens in a financial parne, when 
once a single bank fails jieople begin to suspect 
others, rumours aie circulated, and the most 
nervous people begin to withdraw their deposits 
Well-managed banks can stand a moderate run and 
pay out all that is demanded ,* and thus they rapidly 
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re-establish confidence But the beginnings of a 
run find out the weakness of a badlv managed bank 
Its cash leseives aic nil used up and it is obliged 
to suspend payment. The principal failures in 
1913 were the Indian Specie Bank and the Standard 
Bank, both of Bombay , the Peoples 1 Bank of 
Lahore and the Bank of Upper India, Meerut The 
first thice and some others weie liquidated and the 
assets distnbuted, whilst the Bank of Upper India 
was taken over by the Alliance Bank of Simla in 
1916 

A few woids may be said as to the striking policy 
of amalgamation and extension which lias been 
initiated m recent years by the Alliance Bank of 
Simla , because it is the only parallel in India of 
those mipoitant movements of amalgamation which 
have affected all banks m England and Scotland 
during the past thirty years As a lesult of many 
successive amalgamations there arc now m 
England some seven oi eight gieat Banks, each 
having hundicds of< hianclies extending all over 
the country m every small town and suburb. The 
Alliance Bank since 1915 delibeiately set out on a 
policy of amalgamation! which would extend the 
Bank’s operations throughout all the towns of 
Noithem India and all the chief commercial centres 
of India. Besides the Bank of Upper India it has 
absorbed the Delhi and London Bank, Limited, 
which was a small Exchange Bank, the Punjab 
Banking Company, and the Bank of Bangoon. The 
Alliance Bank with its head office in Simla now 
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lias 55 branches, which may be classified as fol- 
lows : — 

(1) Branches in the great commercial centres, 

Bombay, Calcutta, and Rangoon which 
are useful for remittance and foreign 
exchange and for utilising funds in 
financing the movements of crops, because 
money is wanted at different times in 
different parts of India ; 

(2) Branches in towns m Northern India, in- 

cluding those in the capitals of Native 
States, such as Gwalior and Bhopal ; 

. (3) Small branches or sub-agencies which have 
been opened in a number of small com- 
1 mercial centies, principally m the 
Native States. 

The policy of opening these branches m quite 
small towns is a very enteTpnsing one which is of 
the greatest utility to the local tiade The same 
policy has been followed to some extent by the Allah- 
abad Bank. 

v ,p['wish to draw special attention to the opening 
' which exists for the extension of small branches or 
sub-agencies in the small rnaiket towns throughout 
India. In the United Piovmces more than half of 
the head-quarters towns of^djsti lets "have ho bank’ 

wliateven_and_the_samo_is„trun^of -dhe-Eunjahmmd - 

Central Provinces In every district there will 
usually be found two or three local market towns 
of some importance in which a branch would do 
yery profitable business after two or three yeqrs of 
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1 development It is said Hint it is difficult to obtain 
propeily tiamed and trustworthy moil to act as 
managers of sucli Branches, except on salaries 
winch are prohibitively high and would make busi- 
ness unprofitable One cannot help thinking that 
no attempt has been made to find men of tbo i igbt 
stamp and give them 1 mining It would seem that 
young men diawn fiom families whose fiaditional 
business has been that of private banker would* if 
given a few yeais’ tiammg m a 'gunt-slock bank, 
make managers of the right kind with icnsonnble 
salaries They have a lnJieditary aptitude for such 
a business, and it is noteworthy that these young 
men aie hi ought up to a code of honesty and trust- 
worthiness m financial dealings as strict as prevails 
anywhere m the world 

Along with the above-mentioned promising be- 
ginning in the extension of branches of big Joint- 
Stock banks m small towns, another interesting de- 
velopment is taking place m the conversion of some 
of the indigenous private banking firms into private 
banks run on modem lines issuing their cheque 
forms and having several branches These two 
lines of development will piobablv continue con- 
currently , and it is in the geneial public interest 
that both should he encouiaged as much as possible 
At the same time no permanent gi owtli of bankmg 

aci ifics can be established without public confi- 
dence- and this cannot be enlarged an^TTelamed 
unless the business of banking is piopeih conduct- 
ed , and adequate cash resources aie maintained 
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For this purpose all banks, whether Joint-Stock or 
private, should be lequired to publish balance- 
sheets with the detailed information needed for judg- 
ment of the bankers’ position', at the least, this 
should apply to all banking companies and all 
private banks which issue cheque forms or advertise 
in newspapers and periodicals. 

The internal banking of the country lies, as we 
have seen, in the hands of the. Presidency Banksj*- 
v the joint-stock banks and private banks A special 
class of banks exists for conducting the finance 
needed for foreign _ trade, which are generally 
taTHM^xchahg e „ B an ks . All oOlieFenkaveTheir 
head-offices abroad, though there is no reason 
why this should be the case. The pimcipal ex- 
change banks are those with head-offices m 
London : the National Bank of India, " the Mercan- 
tile Bank of India, ^the Chartered Bank of India, 
Australia and China, the Eastern Bank, and, the new^ 
P. and 0 Ba nkin g Corporation are those winch 1 - 
especially devote themselves to Indian trade There 
is also the great Hong-Kong and Shanghai Banking 
Corporation ; whilst several non-British Banks 
have in recent yeais opened offices in India with the 
object of conducting exchange business, such as the 
Yokohama Specie Bank of Japan, the International 
Banking Corporation of America, the Comptoir 
National of France, and others. There is, however, 
a tendency for more and more banks to enter into 

* Recently amalgamated into the Imperial Bank of India 

i « 
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the exchange business ; winch highly pjofikddo. 
Banks with thoii head offices in India, though nru 
primarily Exchange Banks, an (hung Oii 1 for 
example, the Alliance Bank of lunula atul the Tata 
Industrial Bank Particular!;, since 1919 others 
have followed suit hv arranging nmicics in London 
and elsewhere 

Some quite recent developments of Indian bank- 
ing deserve a brief description The great Imoin 
of company promotion of 1919 and 1920, following 
the termination of the War, included the llotaliou 
of many new banks, besides hundreds of industrial 
companies Some of these new ventures were ob- 
viously unsound from the commencnnenl, particu- 
larly those winch proposed to oniei into some kind 
of trading as well as banking — a most pernicious 
combination, because the risks of trade and specu- 
lation in commodities are of a not uie which banks 
cannot rightly combine with the duties which they 
owe to their depositors 

Such ventures aic of a class absolute!; distinct 
from wdiat are known ns mdustiial banks. The 
well-known Industrial Bank of Japan is perhaps 
the model on which theso are founded, though in 
reality their business is conducted more on the lines 
adopted hy some of the great German Banks The 
pioneer m this countiy was the Tgfa Industrial 
Bank It conducts ordinary hanking business and 
has branches in many places , but it combines with 
this special industrial activities which are of two 
muds . (1) It assists in the organization and flota- 
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tion of new industrial companies It obtains sub- 
scriptions for tlio shares of companies which it 
approves from its customers and others, and in 
many cases it underwrites the shales of new com- 
panies or of new issues' ~ By underwriting of shares 
is meant that it enters into a contract with 
the company itself to subscribe and pay for a cer- 
tain number of shares of the company should the 
amount not be taken up by the public when the 
prospectus is advertised A commission is charg- 
ed on the whole amount of shares for which this 
undertaking is given. If the public does not apply 
for shares to the extent anticipated the underwriting 
bank is obliged to take up some proportion of the 
issue and it then holds the shaies, to be sold from 
time to time to its customers or on the Stock Ex- 
change as circumstances permit. (2) The other in- 
dustrial business is the financing of private, in- 
dustrial undertakings by grants of loans after a 
thorough examination of the proposals Such 
loans are repayable by instalments spread over five 
to ten years Probably only a small part of the 
capital of the Bank is employed in tins business, , 
however, as it is not the best policy in banking busi- , 
ness to tie up money in fixed loans of this character 
Since the flotation of the Tata Industiial Bank - 
others have been formed, amongst which may bej 
mentioned the Calcutta Industrial Bank 

There has also been a movement for the forma- 
tion of banks in Native States like Barodjv-Mysor-e 
pud Indore, each State having joint-stock banks 
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registered under the Companies Acts of those 
States and aceoided certain privileges by the Hulcr 

or tlio Government of the State. 

We may turn now to the most impoilani deve- 
lopment of Indian banian g of recent times, namely, 
the passing of an Act m the Imperial Legislative 
Council to secure the amalgamation of the three 
Presidency Banks mto one gieat Central Bank for 
India called the Imperial Bank of India The 
mo\ement to establish such a Central Bank has 
had a long and checkoied histoiy. The advantages 
of a widely extended, State controlled and assisted, 
hank have appealed to all imaginative thinkers of 
the past 100 years , hut piactical difficulties have 
always ansen standing m the way of its realization 
So far back as 1836. a pioposal was made for es- 
tablishing a Bank for the whole of British India. 
The suggestion emanated from a body of mer- 
chants m London mtei csted in tiadc with India, 
hut it nover got beyond the stage of a somewhat 
vague prospectus The Bank of Bengal objected 
to the scheme, and pioposed itself as willing to take 
over the management ol Government business and 
extend the facilities for banking business m India 
Again, m 1859 and 1867 and -at frequent intervals 
thereafter proposals foi eithci amalgamating the 
Presidency Banks oi establishing a separate State 
Bank for India w’ere put foiwaid A gieat and 
able advocate of this reform was Mr J if 
Keynes, who devoted part of a chaptei to this sub- 
ject m his Ipdiaii Ciififficy and Finance, published 
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in 19l3. He wrote a lengthy and detailed memo- 
randum on the subject for the Royal Commission 
of 1913-14, in which he advocated the establishment 
of a new and widely extended State Bank which 
would sprmg from a union of the three Presidency 
Banks The Commission did not commit them- 
selves definitely to this proposal, but desired that 
it should receive early consideration by a special 
committee. 

The amalgamation of the three Presidency 
Banks was a complicated matter to negotiate, so 
many varied interests being involved and so many 
alternative proposals having been suggested. The 
_Act of 1920 creating the Imperial Bank of India is 
therefore somewhat complicated and" difficult to 
understand. It will be sufficient to give here an 
outline of its main provisions — especially those of 
general public importance and those generally 
affecting the character of the business to be 
- transacted. < 

The basis of the amalgamation was that the three 
Presidency" Banks were taken over by the Imperial 
Bank as gomg concerns with all their assets and 
liabilities, their premises and their staff of em- 
ployees. Even the whole of the Directors of the 
Presidency Banks were to continue serving as mem- 
bers of the Local Boards of the new bank, ‘V 

The capital of the new bank is 
•^divided into shares of Rs 500 each, as compared with 
a total of Rs. 3,75,00,000 for the three Presidency 
Bmiks to gether. The shareholders of the Presidency 
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Banks Became automatically shareholders in the 
Imperial Bank, shares of the Inttor Being issued 
m exchange for the shares held m the former. The 
increased capital was secured by issuing new 
shares, the existing shareholders having the light 
to the allotment of two new shaies for every share 
then held This was a valuable privilege, ns it was 
expected the shares of the Impel lal Bank would 
rise to a premium ; but, as the shaies of the Presi- 
dency hanks stood at different prices on the stock 
exchanges before the amalgamation was proposed, 
it was arranged that the new shares would be 
allotted ou different teims to former share-holders 
of the different Presidency Banks The share- 
holders of the Banks of Bengal and Bombay were 
entitled to be allotted two new shares Bs 125 paid 
for every share held on paying precisely this 
amonnt, % e., Rs 125 for each share, whilst share- 
holders of the Bank of Madras were less fortunate 
and had to pay Rs 225 for each share issued as only 
Rs. 125 paid, on account of the lower market value 
of the shares of the Bank of Madras The extra 
Rs 100 per share, amounting m all to Rs. 15,00,000, 
went to the Imperial Bank as a pieinium on the 
new issue of shares It is an asset of the new Bank, 
obtained, so to speak, by discounting the anticipated 
future increase of valne of the shares, and m the 
balance sheet is included m the “ leservo fund ” of 
372 lakhs which appears on the liabilities side, as 

representing the permanent excess of assets over 

liabi litie s. ■■ - 
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A somewhat unusual feature of the Imperial 
Bank which clearly indicates its origin as an amal- 
gamation) is the provision that m addition to tho 
principal register of share-holdeis, branch re- 
gisters^ shall be kept at the local head offices of the 
bank in Calcutta, Bombay and Madras. Persons 
who were share-holders of the Bank of Bengal 
automatically became share-holders on the branch 
register kept in Calcutta, and so forth ; and trans- 
fers of shares are valid when effected in the 
branch register in which the shares are registered. 
Any share-holder may apply to the bank to have any 
of the shares which he holds transferred from one 
branch register to another ; but shares may not, 
of course, be registered in more than one branch 
register at the same time. 

The constitution and governing body of the bank 
likewise indicate its threefold origin The annual 
meeting of the share-holders is to be kelcLm rota- 
tion ..in the- Aowns^^injvhich-ihercuare local-head 
offices The business of the bank is to be managed 
by a Central Board^of.Ja.avemors .assisted bj^Local 
Boards. The lattei Weio to bo at {he commence- 
ment three in number, consisting as already staled, 
of the late Directors of the respective Presidency 
Banks. Other Local Boards may lie established 
from time to time in such towns as the Central 
Board may decide with tile consent of the Governor- 
Genoial in Council There is a Pre'dd'mt and .1 
Vice-President of each Local Board 

The Central Board of Governors, which is 
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ultimately responsible for the bank’s business, is 
composed in the following manner : 

1 The Piesidcnts and Yicc-Prcsi'dents of the 
Local Boards 

2. Not more than four persons nominated by 
the Governor-General in Council, who 
hold office for one year, but may be re- 
nominated 

3 Two Managing Governors to be appointed 

by the Governor-General m Council on 
the recommendation of the Central 
Boaid, to hold office for such peviod as 
the Governor-General m Council may 
dnect. 

4 The Conti ollei of Cunency ox other officer 

nominated hy Government 

5 The Societal les of the Local Boaids 

It is piovided, however, that the Controller of 
Cunency, or his substitute, and the Secretaires of 
the Local Boaids, though membeis of the Board, 
shall riot he entitled to vote It vill lie seen iheie- 
foio that if Government exorcises its full powers 
of appointing Govemois theie will he twelve voting 
members of the Central Board, and four non-votmg 
members "When any new Local Board is establish- 
ed, the Central Board will determine how many 
persons shall be appointed on the Central Board 
to represent it 

The management of the hank is conducted by 
the principal ^salai led officers, who are the two 
^ Managing Governors and the three Secretaries. 
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Man agers, Inspectors, and Accountants are ap- 
pointed as required, and were selected, of course, in 
the first instance from tile existing staffs of the Presi- 
dency Banks. It is rather curious that the Act 
makes no provision' foi r the 'appomtment of a Pre- 
sident and Vice-President of the Imperial Bank as 
a whole At each meeting of the Central Board 
the Governors present elect a Chairman from among 
-themselves Similarly there is no provision made 
for the location of a general Head Office of the hank. 
It would appear that the Legislature fought shy of 
deciding between the claims of the Presidency towns ! 
The Central Board is to meet at least once a year 
at every local head office 

^It was always a featuie of the Piesidency Banks 
that they transacted Government business, and that 
they were limited as to the character of the com- 
mercial .business they could undeitake The Im- 
perial Bank inherits this privilege and these 
restrictions. ^ As icgards Government business the 
bank may transact any business with which Govern- 
ment from time to time entrusts it 01 which is pio- 
vided foi by agreements made between the bank 
and the Secretary of State. In geneial the bank 
acts as banker for Government, and remits money 
or lends on securities on behalf of Government It 
issues Government loans and manages the Public 
Debt, as the Bank of Bengal used to do The com- 
mercial business which the bank may transact is 
subject "to limitations similar to those which were 
imposed on the Presidency Banks They are set 

H 
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out in great detail in the first schedule to the Act. 
Generally speaking the hank may not make loans 
or advances for a longer period than six months, 
nor upon the security of immovable property (that 
is mortgages of houses and lands) excepting as col- 
lateral security where the original security is either 
a gilt-edged security or goods which are pledged to 
the hank It may not buy or discount hills which 
do not bear upon them the signatures of two per- 
sons or firms unconnected with each other in general 
partnership , but this does not prevent the granting 
of temporary over-di af ts to persons who keep regu- 
lar accounts with the hank 

The hank has an office m London, which is a de- 
parture from the traditions of the Presidency 
Banks , but this does not mean that it may Under- 
take general business in exchange It is not per- 
mitted to deal directly with the public in foreign ex- 
change, though it may transact business in London 
on behalf of Government and public bodies, and 
other banks, and on behalf of certain old customers 
of the Presidency Banks. 

One very important paxt of the whole scheme of 
the Imperial Bank is the provision that the bank 
shall open 100 new branches within five years , and 
of these 2o are to be established at places which 
Government may direct Tins ought to do a 
great deal to improve the banking facilities of the 
eountiy , but the Hon’ble Mi ~W M Hailey, 
Finance Membei, refused to agree to a proposal 
by the Hon’ble Bai Saheb Seth Nathmal that all the 
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one hundred new branches should be selected as far 
as possible in centres of businiess. where there are as 
yet no banking facilities He pointed out that,' a 
mere multiplication of branches was not the most 
important work which the Imperial Bank was 
expected to do. It was to be essentially a bankers’ 
bank ; and as such it could achieve, success only by 
a" consolidation of its resources. It must be ready 
to come to the assistance of private banks in times 
of stringency ; and in the ordinary routine of the 
country’s banking business it would exercise a use- 
ful function by the organization of clearing houses 
(the bpeiation of which is explained in the next 
chapter), these being necessary in other centres 
besides the six towns whei e they now exist, if private 
banks are to achieve their full utility. 



CHAPTER VTTI 

INLAND REM fTTANCD 

As was said in ilie lasl chapter, it is possible 
to save the cat tying of money m making payments 
at distant places by sending cun cncy notes by post 
'Hi ci c are, however, mam other nays of saving the 
use of money m making 1 omittances. The system 
of nsing hunchs, which aie bills of exchange, or pro- 
missory notes, m settling debts between different 
towns m India, is un\ ancient The manner m 
nlncli it woiks can be easily explained by an ex- 
ample Supposing that a merchant m Cawnpore 
has sold cotton to a merchant in Bombay. He 
draws a hunch for the amount requesting the Bom- 
bay purchaser to pay him the amount after sixty 
days The form in which the hunch is written is 
not exactly fixed, like the English bill of exchange, 
but theie is a customary wording winch is varied 
but little in individual cases Some examples are 
given in the Appendix The hundi is sent along 
with the railway receipt through a hank or agent 
to the Bombay mei chant to “ accept ” This he 
does by writing his name across it, and he then 
1 etui ns it to the drawer The latter has then two 
courses open If he is not m need of the money, 
he may wait until the end of the mbnth, when he 
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will send the hundi to his agent in Bombay, who on 
the due date piesents it for payment and obtains 
the money, which he holds for the account of his 
customer, the original drawei of the hundi, or else 
remits tlie monev to him It is more hkelv, how- 
ever, that the seller of the cotton would be glad to 
have his money at once. He then sells or “ dis- 
counts ” the bill, taking it to a shroff with whom 
he does business This shioff will give him the 
present value of the hundi, that is to say, the 
amount winch at the current rate of interest would, 
at the end of the month, be equal to the sum for 
which the hundi is diawn. The present value is as- 
certained by deducting the discount at the current 
rate, which varies from time to time. The shroff 
may keep the hundi and present it for payment 
on the due date through his agent in Bombay, or 
he may take it to a bank where he has an account, 
and in his turn discount it with the bank. In 
this case, he must endorse his name on the bach, ,■ 
and the bank will then _cre dit. . his ^account with the 
present value of the hundi. It is .then the business 
of the bank to collect the amount of the hundi when 
due. If the bank has its head office, or a branch, in 
Bombay, it collects the hundi through that office. If 
it has no office in Bombay, it must use some other 
bank as agent Some banks do a great deal of this 
business ; but they only deal m hundis which have 
good “ names ” on them. The law provides , 
that all persons who sign a <lmnck or bill of exchange, 
whether as drawer, acceptor, or endorser, are 
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severally liable to pay the sum. for which it is 
accepted to any party who lias purchased or dis- 
counted it If either the drawer or acceptor is a firm 
of exceptionally good standing, that will suffice ; but 
f 01 most hundis the bank icquircs tlie endorsement 
of a sbrofi of substantial means well known to it 
Ewuhs payable on demand have come greatly into 
use m lecent years, and banks undertake the collec- 
tion of these 

Very smiilai to the use of demand hundis is the 
system of bank cheques, which is universally adopted 
in England, and is giowmg m populaiity in India 
It is woith while, therefore, to explain in some de- 
tail how cheques aie used, and how the banks 
settle through a dealing house all the payments 
made by cheques 

A man who has deposited money in a bank can 
wnte out a cheque, 01 order to that bank, to 
pay so much money to some person named. Evgry 
bank has its own special form for cheques, which 
are supplied to every customer who opens an 
account at the bank A cheque reads as follows 

^ r 

gotWx of Inbta gaith, pfc 
(Fatehpur Branch) 

Pay to Messis Bam Bass & Go , or Order, 

Rupees One hwidred and twenty-two annas eight 

only. 

Vakil, 


Rs. 122-8-0. 
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This cheque may b§ either handed pei sonally to 
a representative of Messrs Ram Dass “& Co , or 
sent to them by post. If their busmess is situated 
in the same town as the branch of the bank where the 
drawer, Mr. Ram Copal Prasad, keeps his account, 
then Messrs Ram Dass & Co. can send a clerk to the 
bank with the cheque after they, have endorsed it 
(signed it on the back), and the bank will then pay 
out the cash immediately If, however, Messrs. Ram 
,Dass & Co have a banking account with another 
bank m the same town, they will probably find it 
more convenient to pay this cheque into their 
own bank with instructions to credit the amount 
to theii account They have then nothing further 
to do. Their bank — let us call it “ The United Pi o- 
vmces Bank ” — sends a peon with the cheque to the 
branch of the North of India Bank and obtams 
payment of the money and credits the amount to 
Messrs Ram Dass & Go The North of India Bank 
at the same time debits the account of the drawer, ■ 
Mr Ram Copal Prasad, with the amount which it 
has iiaid out against his cheque 

If the busmess of Messrs Ram Dass & Co had 
been situated in another town, it would have made 
no difference, excepting that their bank would have 1 
had to claim the amount due from the North of 
India Bank through the post The United Pro- 
vinces Bank would send the cheque, and by return 
of post they would receive the money in a register- 
ed and insured packet. It is worth noticing, how- 
ever, th&t m tips case there must be an interval 
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between their receiving the cheque from Bam Daps 
& Co and their being- certain that the money wiU 
be paid to them by the North of India Bank, because 
it might turn out that Mr. Earn Gopal Prasad had 
not sufficient money in his account wherewith to 
pay the cheque. For this leason banks usually do 
not allow a customer to draw out any large sum 
against a cheque which has been paid in until it 
has been u collected " 

So far it is not apparent that there is any parti- 
cular saving of money when remittances are made 
hy cheques If the transaction we have taken as 
an example were an isolated case it would he true 
that all that had happened was that instead of cus- 
tomeis sending the money to each other direct, the 
banks did it for them 

In actual practice, however, single remittances 
like this arc very rarely made hy hanks. "We have 
taken the case of one customer only , but every 
well established hank has hundreds of customers 
dealing with it at every branch All these cus- 
tomeis are fiequently paying in cheques winch they 
have received from other persons, and commercial 
films pay m many cheques every day At the same 
tune, these customers will be writing cheques of 
their own which they are sending to various per- 
sons and firms in different parts of the country to 
make payments Thus every bank finds that it, hae, 
not one, but several cheques drawn by various 
people on tbeir accounts at a certain bank and 
esmal cheques dra™ by other people or aceoimts 
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in another bank, and so on * For instance, instead 
of the United Provinces Bank having only one 
cheque to collect from the North of India Bank, 
it probably has 15 or 20 But, at the same time, 
the North of India Bank finds that it has several 
cheques to be collected from the United Provinces 
Bank. Consequently, the. .system -adopted is for 
each bank to keep deposit accounts with all other 
banks in 'the' same town When the United Pro- 
vinces Bank sends cheques to the North of India 
Bank, it merely requests that the amount of their 
total be credited to its account. When the credits 
of each bank in the other mount up they simply 
make debit and credit entries for the same amount in 
their books. Thus bank A will order B to transfer 
Es 10,000 from A 5 s credit to itself j and at the same 
time bank B will give a similar order to A. If there 
is a considerable excess, it may be withdrawn in 
cash, or transferred by bankers ’ draft to some other 
town Every bank thus has accounts with the 
liranehes of other banks m towns all over the 
country 

In large commercial cities where there are a 
great many banks, the business of collecting 
cheques would be difficult and complicated if 
carried out m the manner above described. The 
system has therefore been further elaborated by 
the establishment of “ bankers^ clearing houses,” 
where repiesentatives of all the banks meet every 
day so as to settle the claims which each has against 

the others. Such clearing houses have been 

?r 
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established in Calcutta, liomlnj, Cnw«ptM~ 

nnd Kan goon. The doming hmmis work «l m » li:( ‘ 
pimciplc of reducing (he calculations aiu! ilif* 
li ousters of money to Hie minimum, and fbm w 
accomplished by estabhslung a 1 1 common 1 nnd 
for the clearing house, with which alone eacb hnnk 
has to settle a balance to bo received or paid nidi 
day The matter can be made clem if wo consider 
a number of banks and denote each one b\ a k*tt( r. 
Let tkeie be seven banks "with ufiioos in the town, 
and let these banks bo denoted A, B, ( 1 lb K, F, (? 
We examine tbc tiausactions of a single da> onl\ , a*- 
the dealing opeialions aie entnoB compleb d each 
day Bank A lias bad cheques paid into it by cus- 
tomers diawn on each ot the othei banks B, 0, 13, 
etc, and it lias to claim tbc amounts from each of 
these banks Likewise, each or these oilier banks 
B, C, D, etc, has eeitam sums to claim from each of 
the other hanks The lepiesentative of bank A goes 
to the clearing house noth his cheques made up in 
bundles accoidmg to the banks on -winch they me 
drawn, with a list of cheques m each bundle Jin 
presents his list of claims on each hank to the 
representative of that bank The cleik of every 
other hank has gone piepared in the same way and 
piesents to each bank his list of claims Hence, 1h ft 
representative of A gets sis lists of cheques claimed 
fiom him by the six other banks. Each lcpreson- 
tative counts tho cheques presented and tests the 
addition of the list Ho then adds logotlici the total 
claims of each of the othei six banks and ascertains 
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ilic total amount winch lie lias to pay Tins lie 
eompai es with the total sum which he has to claim 
from all the other six banks He subtracts the 
smaller Horn the larger and finds what sum he has 
either to pay or to receive on the balance of the whole 
of the claims. If the. balance is against him he has [ 
to pay it into the common fund ; if the balance is m 
his favour, he will receive it from the fund 

Even these payments to and from the common 
fund are managed without the use of any money 
whatever Every one of the banks keeps an account > 
in the office of the Imperial Bank, and there is also 
an account kept in the Imperial Bank for the Clear- 
ing House fund. A bank which is on that day m- 
debtod to the common fimd simply draws a cheque 
on its account m the Imperial Bank, and the amount 
is then ci edited to the Oleaimg House account On 
the other hand, if the bank has to receive a balance 
Horn the common fund, it receives a cheque drawn 
on that fimd winch it pays into its account in the 
Impel lal Bank, thereby making the transfei. It ' 
will be obseived that all the payments into and out 
of the common fund must balance one another, and 
that by this simple means all the claims from every 
bank upon every other bank are adjusted, and 
without the use of any money at all. 

The following figures give the total value of 
cheques cleared in the principal clearing houses in 
India m ceitam years, and they indicate a steady 
giowjtk in the business of banking, as well as an 
expansion of trade . — 
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Total amount of Cheques domed through Claim, 0 
Houses in each peat 




(in cloui.s oi : 
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1920 
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32 
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Another method of 

remitting money 
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worth mentioning is the “ baiffi erjs^ draf t ,T The 
Imperial Bank and most of the larger Tfoinl-Btook 
hanks issue these on payment of a small commit* 
sion Suppose that a man m Lahore ha< to pay 
Rs 2,500 m Calcutta immediately to old am the dis- 
patch of goods ui gently needed If ho sent a 
cheque this might not he accejited a 4 - good, and the 
recipient of the cheque might wait until it had 
been collected bei'oic he would dispatch the goods, 
thus causing a delay of foui or live days To ob- 
viate this difficulty the man in Lahore can go to any 
hank and pay down Rs 2,500 and a small amount 
foi commission, m letum foi winch the hank v, ill 
give him a draft for Rs. 2,500 made parable to the 
peison whom ho indicates The draft is simplv an 
order to the office oi the hank m Calcutta, 01 to some 
other hank, to pay that sum of money on demand 
to the person named If presented by ~ the right 
person, or duly endorsed, such a diaft is always 
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instantly paid without question ; consequently, it 
is as good as ready money, and the mei chant will 
arrange to dispatch the goods immediately he has 
received it 

It is probably true that the great bulk of pay- 
ments from place to place which are made without 
the actual sendmg of com or currency notes are 
settled by means of hundis, cheques or bank drafts. 
These methods, which are very convenient for com- 
mercial transactions on an ordinary scale, need to 
be supplemented by facilities at the two exti ernes* 
of large and small payments, respectively, Por 
making large payments the Imperial Bank offers 
facilities as between places where it has branches , 
and -as legards other places it is possible to pur-^ 
chase “ supply Jnllsd 5 and “ telegraphic transfers” 
f 1 om Government - Treasuries" ^smabf ~ pay- 
ments, money orders can be sent through the Post 
Office. 

The Government treasuries are of course main- 
tamed for the administrative purposes of Govern- 
ment The revenue collected m every tahsil of each 
distuct is paid into the sub-treasury, and thence 
goes into the district treasury The payments of 
salaries of Government officers, and other expendi- 
tures of Government, are made from the district 
treasuries , though where there is a bianeh of the 
Imperial Bank it is used instead of a treasury. 

In accordance with instructions which are issued 
from time to time by the Accountants General of 
the provinces, a treasury is allowed to sell to the 
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public a bill, which is called a “ Supply bill ” drawn 
upon any treasury required, provided the latter has 
sufficient funds If the sum to be i omitted is large 
a “ currency ^transfer ” may be issued, which is 
payable out of the “ Cunency Chest”, whilst the 
supply bill is paid out of the ordinary treasury 
balance In eithei ease the purchaser pajs m his 
money at one treasuiy and the payee, or his agent, 
draws it out from another tieasury This serves 
a double puipose It enables the public, which, m 
this instance, is mainly hanks and laigc meiclumi s, 
to transfei money to the place whoie it is lequiied ; 
as, for example, when financing the movements 
of ciops, without actually moving com 01 notes. 
On the othei hand, it enables Government to 
transfei balances, which become inconvementi) 
laige m many mofussd tieasuiies, to the larger 
treasmies m the pimcipal towns As it takes a 
few days to send a supply bill by post, and as the im- 
mediate transfer of funds is often oi comrueieul 
importance, Government has arranged foi what 
aie called Telegraphic Transfers to he made 
between tbe various tieasuiies These are simply 
like telegraphic money ordeis lor laige sums., (not 
i less than Es 10,000), which may be paid foi at, and 
sent fiom, a Government tieasuiy to anotliei Gov- 
ernment treasury wheie funds aie available 
Application must be made beforehand for a sup- 
ply bill 01 telegiaphic tiausCei so that the tieasuiy 
officer who is requested to issue it maj obtain author- 
ity from the Accountant General of the Pi o vince 
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to do so ; otherwise, there might he difficulty in pav- 
ing it, or at least the treasury required to pay it 
might be inconveniently depleted of funds. The> 
co mmi ssion charged on supply bills and currency 1 
transfers is ^two-annas-for- every Rs. 100 for bills / 
up to Bs 10,000, and one- anna per cent for bills 
over that sum As between places where it has 
branches the Imperial Bank issues supply bills or 
telegraphic tiansfers at the same rate of commission, 
instead of the treasuiies, which do not issue them 
The Post Office provides facilities for remitting 
small sums by money ordeis through its organiza- 
tion extending over the whole country. It has de- 
veloped a system of setting off payments in op- 
posite directions agamst one another, similar in 
its effect to that which is managed by the cheque 
and clearing systems of the banks The manner of 
operation is of course different, and in many ways 
simpler, because the post office is a single organiza- 
tion under uniform control , but the economic effect 
is the same, namely, that the actual sendmg of coins 
or currency notes is avoided We may see by an 
example how the system works On a certain day 
several persons m Bombay will be remitting sums 
of money to people in Cawnpoie, and on the same 
day several persons will be sendmg other sums of 
money to other persons in Bombay. Every one of 
these amounts can be delivered to the addressee 
without any money whatever being sent between 
Bombay and Cawnpore , for the money, which is 
paid in bv persons m Bombay, is used to be paid 
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out to other persons there to whom money lias been 
sent fiom Cnwnpoic It the total sums received at 
Bombay fiom Cawnpoie exceed the total sums being 
sent from Bombay to Cawnpore the post- 
mastei m Bombay will have to pay out more ^ than 
he receives, so Ins available balance of cash will be 
reduced 

Such payments aie always taking place m all 
chi ections between different towns, so that Bombay 
receives lemittances of money oiders from towns 
all over India, and is also sending money ordcis 
to those towns As a liile, the amounts which ai e 
remitted from nud to a town by money order very 
neaily balance one another There may be some 
vaiiation fiom day to day, hut the totals out and in 
each week very nearly balance 

Seasonal Movements op Funds 
The statement at the end of the last paiagraph 
that the total payments made thiough the post office 
in and out of a town very neaily balance each week 
is true as a general rule, but tbeie are some im- 
poitant exceptions The same statement would be 
tiue as a mle of tbo remittances effected through 
banks , but m this ease the exceptions are some- 
tunes of groat impoitaiico The fact is that there 
are seasonal vanations in the demand for maney 
m different paits of the country, wheie it is required 
foi financing the movements of crops. 

When any commercial ciop, that is to sav, one 
winch is sold to distant markets, has been gatheied 
m and is i eady foi despatch, a consideiable vnffi™ 
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of money is required for purchasing it from thA 
cultivators and small merchants who are holding 
stocks The crops in some parts of India pass 
through a large number of hands before they reach 
the go downs of the big exporting merchants in 
Bombay or other port town. The cultivator sells 
to the village bania, or mahajan, and he sells to a 
grain or cotton dealer in the nearest small market 
town The latter sometimes sells to larger mer- 
chants in the big upcountry markets, such as _Cawn- 
pore, Ann; it s ar , Lyallpur, Indore, etc., and some- 
times direct to the Bombay or Calcutta merchants. 
There is an increasing tendency, however, for the 
very big commercial firms in Bombay, Karachi and 
Calcutta, to send their representatives direct to the 
small market towns, and in some cases even to the 
Tillages, so as to purchase from the small mer- 
chants, and in the latter case direct from the 
larger cultivators themselves, thereby cutting out 
the middlemen’s profits Whichever method is 
adopted, much money is required to purchase the 
crop, and as nearly all of this money goes into the 
hands of the village bcunias and cultivators, it must 
be paid in the form which they demand Cheques 
are useless to them, and m most parts they will 
not take currency notes , consequently, it is neces- 
sary to send silver At the tune when the cotton 
crop is being moved from the Deccan, Berar, Khan- 
desli and Northern India to Cawnpore and Bombay, 
enormous sums totalling many croies of rupees are 
required in actual .silver coin. It is not possible 
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that so huge n quantity of rilwr 
tliG upcountn treasure »«<1 Wml H t}l ™mtbon 
vear In normal times tin- MiYU, ^ h«*Ji t«v 
out at the time a mop is brought in. tiU'T^ * 
rlowb to Government tionsuue* mid banks during 
the ienmimng months ol the 'em. as i he people tire 
pacing then rents ami le'omm ami pnic having rot- 
ton cloth, brass utensils, and 'minus other good*-, 
Tlic silvei accumulates m the treasuries nw\ 
branch offices of the banks to an umbm extent, end 
some of it has to be sent to Guvnpote and Bombay 
and other huge mdustual centres, 'When the time 
comes foi the next veni’s eiop to bo moved, the 
mei chants take out sihei by cashing huge cheques 
at the blanches of hanks at towns as near a* po- «,». 
hie to the places whom the> requite it The hank*, 
thoiefoie, ha'c to move up silver in anticipation of 
its being icqiuied Supply bills are used so fm as 
available, hut hinny merchants requis e funds in 
small maiket towns wheie theie is no bank and no 
treasmv, and their usual practice then is (o change 
the emienev notes into sihei com at a Government 
treasury and take the com m boxes bv rail or load 
to the place vlieic it is leqmied 
It is a feature ot the present organization of 
internal payments in India that actual silver coin 
is moved fiom place to place, clnefh b\ lailwav to 
a tor greater extent than m European countries 
Com very frequently has to he moretl bv Govern- 
mont, and also by the banks. It so ho,™ „„ „ . 
■ the drfferent harvests - |,pon6 lll,lt 


“ e road y to be moved at 
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different times in different parts of India. The' 
cotton crop is moved in December to April in 
Aveste^L'and northern India ;'the wheat crop’ in 
April, May and June m northern India , the Burmah 
rice crop in January to April, and the jute crop 
August, to - December It will be seen that those 
banks like the Imperial Bank, or the Alliance Bank, 
which have their branches widely distributed, can 
use their funds at one time in financing jute, and an- 
other time rice, and then wheat; or cotton may be 
alternated with wheat Instead of keeping its silver 
coin lying idle, the bank piefers to send it by rail 
many hundreds of miles backwards and forwards 
between different parts of India during the year 
In the later part of the war period exceptional 
conditions prevailed , and the normal return of sil- 
ver from the hands of the public during the months 
intervening between the principal commercial 
harvests did not occur As explained in a later 
chapter, the rise in prices led, not only to much 
larger amounts of silver being paid out to the small 
merchants, and through them to the cultivators ; 
but also to the latter hoaidmg then money with a 
view to the possibility of in ices falling An enor- 
mous absorption of silver resulted, and the difficul- 
ties which Government expenenced m obtaining sil- 
ver fast enough and coining it at the mints led to 
the use of alternative means of payment so far 
as possible It was found that in the Punjab the 
cultivators would accept gold as readily as silver, 
and sovereigns to the value of many crores of 
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rupees were paid out in purchasing whertf 
harvest In Bengal mi interesting exporim^t \nw 
made m 1918 of purchasing the pile crop with cur- 
rency notes It was found that a liberal u«e of the 
ono-iupee notes along with the ten-rupee note* 
made this form of payment acceptable to the culti- 
vators of jute, and a great economy of silver re- 
sulted 

Economy of Coin 

It will not he any great advantage to India if the 
people at large become habituated to the use of gold 
as currency in place of silver, for this wonld mean the 
employment of vast quantities of the precious 
metal for a purpose which can he equally well 
served by paper, either in the form of currency 
notes, or of cheqnes and hmulis used in a more per- 
fectly organized banking system. If a large amount 
of currency in the form of gold and silver coin is 
to he used in the country, it can he made available for 
use only by exporting an equivalent value of goods. 
Although we mine only a little gold and practically 
no silver in India, the labour of a large part of the 
Indian population has to be given indirectly to 
providing gold and silver Their labour must he 
diverted from producing goods for consumption to 
producing those commodities, which, by exchange, 
will provide us with the vast quantity of metal re- 
' 9 ulred for the currency yet the nse of the precious 
j aietals for currency purposes makes the people no 

e ^ r 18 used simply to he passed from 

hand to hand. If all the currency were paper, and 
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if metal were used only for the subsidiary coins of 
less than one rupee, we should still be able to pur- 
chase things as conveniently as now. If a person 
wanted gold or silver for making ornaments, he 
could purchase it in the bazar. 

If the labour wasted in obtaining gold and silver 
for use in circulation were set free from this occu- 
pation by a change of our demands, we could 
direct that labour so as to make the country really 
wealthier in goods, and ultimately in the enjoyment 
derived from them. JTo__obtain many crores of 
rupees worth of gold and silver to be used in cur- 
rency, we must export goods of that value. We 
might continue to export those goods, but instead 
of gold and silver we might buy cloth, machinery 
and appliances of all lands, which would help to 
make Indian labour more productive, and enable 
the people to live more enjoy ably The moral to be 
learned from this is, that everybody should do what 
he can to encourage the use of paper as currency, 
and to avoid the use of gold and silver He should 
insist on being paid in cunency notes rather than 
in rupees , and if his income justifies it, he should 
open an account at a bank and make his payments 
by cheques Everybody who makes frequent pay- 
ments finds the use of a bank by far the most con- 
venient arrangement. 


CHAPTER IX 

FOREIGN EXCHANGE 

The system m use for making payments between 
India and foreign countries is exact!} similar in 
principle to the methods followed for settling pay- 
ments between places within India In actual 
practice there are several ways of making pin men Is 
between India and England; but most of such pay- 
ments aie made through the agency of exchange 
banks as those hanks are called which have offices 
both m India and England. Government also 
necessaidv takes a pait m the business, because it 
has to tiansfei large sums to London to meet tlm 
regular expenditure and interest payments of India 
in England, and also because at times Government 
is m a position to give assistance to trade, by pro- 
viding facilities for ti nnsfei ot money fiom England 
to India, 01 vice versa Piobably about three- 
fourths of all the payments made m both directions 
result from trade, that is, sales of goods in either 
direction Payments for goods purchased by mer- 
chants are generally made by means of bills of 
exchange 

The Indian exporter Laving drawn his bill in 
duplicate, takes it to an Exchange Bank in India 
where he has an account, and this hank ''buys” the 
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bill, or “ discounts ” it, crediting his acconnt imme- 
diately with the fnll amonnt of the bill, less the dis- 
count The bank forwards the bill to its office in 
London, which presents it for acceptance to the firm 
on which it is drawn. When the firm which has 
bought the goods has signed across the bill that it 
is accepted, it has become a legal undertaking to 
pay the money on the day when the bill becomes due 
"When the time has espired the bank leceives pay- 
ment in London. The whole business has resolved 
itself into two separate transactions* (1) an 
advance by the bank in India of the value of the 
goods sold, less the discount, to the Indian exporter , 
(2) the bank re -imbu rsing itself bv collecting the 
bill m London when it matures. 

The economic result of these transactions is as 

V* *r-<* - — — ** 1 

follows The Indian exporter gets paid for his 
goods immediately he has put them on boaid ship, 
the English purchaser gets three months’ credit 
from the date when the bill reaches him for accept- 
ance, which is in truth a loan fronytlie bank, as the 
bank paid the exporter immediately on shipment, 
andjmally the bank gets its loan repaid in London 
by the bill maturing Altogether apait from the 
loan, the bank has lendered the service of enabling 
the purchaser *m England to pay the seller m India 
for Ins goods, but the bank’s fund of money m 
India is now reduced by the sum paid to the ex- 
porter, whilst the bank’s available money m London 
is increased by the sum received when the bjll 
matures. 



foreign exchange 

The bank obviously cannot go on indefinitely dis- 
counting the bills of Indian expoiters, or it would 
soon exhaust its funds m India and transfer all 
its money to London. This difficulty is surmounted 
by the fact that the bank also finances imports. 
The English exporter, who has sold piecegoods or 
machinery to an Indian importer, draws a bill on 
the latter and discounts it at the London office of 
an Exchange Bank This bill comes to India, is 
duly accepted and on maturity paid by the Indian 
impoitei to the local office of the exchange bank. 
Manv English firms, with a view to limiting their 
usk, insist upon the payment of cash to the exchange 
hank for the release of the shipping documents, 
111 at is, the bill of lading and invoice and accepted 
hill, vhicli are held by the bank at the Indian port 
town, until the Indian importer, having heard that 
the ship has entered dock, comes with his money 
and obtains the hill of lading which enables him to 
claim the goods If the importer has no immediate 
prospect of selling the goods, he may not care to 
nse his money in paying for them at once, and he 
then loaves them to he put into the bank’s godown, 
either m Bombay or Calcutta, or m Cawnpore or 
Amntsai The hank then pays the bill of exchange 
by means of a loan to the importer secured on the 
goods , and the latter are taken out when the amount 
due is paid to the bank 

Whatever the exact method employed, it is 
obvious that financing the import trade pats the 
Exchange Banks in funds m India, whilst it .at the 
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same time relieves them of their funds in London. I 
There is also a considerable ' amount of money sent 
from India to England m the form of remittances. 
Persons making large purchases in England or 
elsewhere must often remit a part of the money 
with the order, English firms have to remit home 
their profits and the dividends of companies ; and 
Englishmen employed in India, and Indians resid- 
ing m England, are constant remitters of small 
amounts month by month. The total stream of 
money so remitted is considerable. The method 
followed je for the remitter to buy a bill from one 
of the exchange banks either directly or through an 
upcountry joint-stock bank where he has an account. 
This bill is posted to London and can be collected 
by any English bank from the office of the Exchange 
Bank Of recent years a large propoition of such 
private remittances have been made by telegraph; 
but the effect is always the same. The remitter 
pays money to the exchange bank in India, and the 
money is paid out in London We see therefore that > 
the financing of imports by bills, and the stream? 

— - *'•*—. **- ^ ■***• « «• _ - w — 'I * 

of remittances to London, are the chief sources 
whereby the Exchange Banks provide themselves 
with funds for financing export bills. 

The Balance of Payments 
It has just been explained that Indian merchants 
who export goods draw bills of exchange on the 
buyers of those goods in England, Ameiica, or 
elsewhere; and likewise, the sellers of goods which 
Indian merchants are importing, draw bills upon 
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flie latter, which they sell to the hanks in their own 
' countries These bnuks set hills in one direction off 
against the hills and remittances in the other direc- 
tion, and obviously, when these payments m oppo- 
site dnections balance one another, there is no 
need for the Exchange Banks to remit money at all. 
It very often happens, however, that when all pa)- 
ments m each direction are thus set off against 
one another, thcie remains a balance of payments 
to he made m one dnection or the other. In normal j 
years, the balance of payments is “in favour of' 
India,” which means that there is a balance of; 
money due to he sent to India, because the exports 
are of greater total money value than the total 
value of the imports added to the intei est charges 
on private capital and other money remittances due 
from India. Consequently the hanks, after setting 
off payments m each dnection against one another, 
find that they must send a balance of money to 
India Tins they can do by sending gold or silver, 
the latter being sold at its market price; but often 
the actual shipment of com or bullion is unneces- 
sary As Government leqmrcs to remit money to 
London to meet the Home charges, which amount 


to about £30,000,000 per annum (over 45 crorcs of 
rupees), this is done by the Secretary of State sell- 
ing m London what are caUed^punciLBjlls A hank 
m London having a balance of payments which must 
he remitted in money to India, buys a Council Bill 
from the Secretary 0 f State entitling it to receive 
samany thousands of rupees from the Government 
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Treasury in Bombay, Calcutta or Madras This 
being posted to India and cashed settles the balance 
of payments so far as that Bank is concerned 

In like manner, when the balance of payments is 
against' India — that is to say, if more money is 
owing from India to other countries than from those 
countries to India — it is necessary either to send 
gold or silver out of India, o nia-lmy-fi' om-th e Gov- 
emi nent in JndiaJnlls. payable m ..London, which are 
called u Re verse Councils, ’ \ or “ sterling 'bills. ’ ’ 
These bills aie paid for m ruxiees at Government 
Treasuries in India ; and when sent to London they 
entitle the holder to be paid so many thousands of 
pounds English money out of the balances of the 
Secretary of State 

The sending of Council Bills by post takes time, 
however, and Government has m recent years given 
great facilities for the lemittance of what are called 
“ Qahlo— Transfers. ’ or Telegraphic Transfeis, 
whiclf may" lie sent in either chiection between 
London and one of the Presidency towns in India. 
Government now sells both “ nmnediate ” and 
“ deferred.” .telegraphic transfers between Eng- 
land and India, the foimer being sent immediately, 
and the latter jIays^ter they_Ui ejpaid .for. The 
price of “ defened ” transfeis drffeis from the 
price of “ immediate ” tiansfers by 1 - 16 ^ p er mpee, 
the u deferred ” tiansfers bemg cheaper by that 
amount, so as to compensate foi loss of intei est on 
the money for 16 days. ( The public do not usually; 
buy Council Bids or telegraphic transfers ^rect 
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from Government. The Exchange Bank? {see 
above, pp 73-7-1) make this n pail of then busings ; 
and any poison in India wishing to leimt, say, £200 
(about Its 3,000) to England bv telegraph, nmplv 
writes an oidci to that eft eel l" Jus usual hank, 
winch, if not itself an Exchange Bank, passes on the 
older to the Exchange Bank lor which it acts as 
agent, and charges a vei) small commission. 

The ILvje oi Excievkge 

There is one point about the making of foreign 
payments, which it is necessary to urnlci stand , 
and that is the effect which the fact of there being 
a balance of payments due in one dnoetion or the 
otlici may, m ceitam eneumstaiiccs, have upon the 
late of exchange Supposing that there is a large 
balance ot payments due to India, this balance can 
be adjusted by the sending of gold liom London, 
Ox by the sending of Government piomisson notes, 
oi any saleable secuiitics, to India , or by purchas- 
ing Council hills, which the Societal \ oi Slate, 
befoic the war, was piepaiecl to sell without limit at 
Is 4 Id Poisons desnnig to send mone\ to India 
would naturally compete among themselves to buy 
these hills, and would, m oidei to got moie lulls than 
their competitois, oftci a lughei late, hut, of course, 
they could get any quantity nt Is 4p? This latter 
figiue was, therefore, the limit, hevond which ex- 
change could not use On the other hand, when tlic 
balance of payments was from India outwai ds, 
either gold had to be obtained fiom the Go\ eminent 
res^e, or in the market, foi expoit, or tradeis had 
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to apply to Government for Reverse Councils. 
Before tlie war these were Bold at Is. 3 §fd. 
Between Is and Is. 3 f-fd fluctuations in ex- 
change were possible. 

In normal tunes the exchange rates between any 
two countries having the gold standard can fluctu- 
ate only between narrow limits, which are determin- 
ed by the cost of shipping gold in either direction. 
These limiting lates are termed the 11 upper ” and 
“ lower 11 gold points, or “ inward ” and u out- 
ward ” gold points Bor example, the par of ex- 
change between London and New York is $4 866 
for £1 The “ mwaid. ’ ’ -geld-pointf spealong" from 
the English point of view, is $4 90, whilst the “ out- 
laid ” gold pomt is about $4 83. This implies that 
the cost of shipping gold either way between London 
and New York is approximately $0 035, or 34 cents 
per £1 The par of exchange $4 866 represents the 
price m New York of £1 in England, and the cost of 
sending gold would necessarily have to be added to 
this, so that exchange caimot rise above about $4 90, 
because at that pomt a stieani of gold begins to be 
sent from New Yoik to London Conversely, when 
exchange falls to $4 83, London is paying a high 
price for the dollar, and it becomes remunerative to 
send gold to New Yoik. 

In piecisely the same way, as regards the Indian 
sterling exchange, the mwfedfgold pomt was, from 
India’s point oC view, before the war, Is 4£d., and 
the outward gold point Is 3jf-d Since the alter- 
ation of the rating of the rupee in February, 192U, 
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to a parity of 2s , the theoretical inward gold poinUf 
o 5 and outward gold pomt Is 315^* iw " 

crease of the margin of vm ration from the par of 
exchange fiom to }d in the ease of the inward 
gold point, and correspondingly for the outward 
point, is partly apparent and partly real. J« the 
first place, it must be remembered! hat the sovereign 
is now legalh xv oi th Pv 10 onl) instead of P*. la. 
Oonseqncntlv, tlic piopoitional cost of shipping the 
sovereign added to the pi ice oi the rupee is corres- 
pondingly inci eased The real increase of cost is 
due to the higher level of freight latos which 
have pi evaded since the wai 
It is necessary now to understand what happens 
to the exchange rate in abnormal times, when gold 
and silvei aie not available for shipment For 
simplicity sake, let us fust of all take a purely 
hypothetical case lelatmg to the Indian exchange. 
We may suppose that there is a large balance of 
payments due to India, and that it is impossible to 
buy sufficient gold and silvei for shipment to India 
to settle the balance, and that Government cannot 
oifei Council bdls sufficient to satisfy the demand 
How then can the balance be paid ? In tact it can- 
not be paid undei those circumstances People would 
then tiy to expoit cither valuable goods, such as 
piemans stones, oi Government pioimssorv notes, 
or other sccuuUes, to settle the chifeience If these 
as well as money, weie not available for remittance 
at profitable puces, then there would indeed be no 
way of sending the balance due, and the people- 
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desiring to send tlie money would compete amongst 
themselves to buy bills entitling them to receive 
money m India This would naturally cause the 
price in London of every rupee in India to rise ; and 
so the rate of exchange would be likely to rise much 
above gold point There is in fact no definite limit 
to the height to which it might rise under those 
circumstances. On the other hand, if the balance of 
payments were from India outwards, and if there 
were not enough gold obtainable in India for export, 
and if Government were unable to sell Reverse 
Councds sufficient to meet the demand, persons 
having to make remittances to London would com- 
pete with one another , and the puce of £1 m 
London would rise, and the exchange rate, therefore, 
would fall, below the outward .gold point The piice 
of £1 m London would then have risen, before the 
war, from Rs 15 to Rs 16, or more, which means a 
fall of the rate of exchange, as usually quoted, from 
Is 4zd to Is 3 d , or lower. 

-^Thus, we see that the maintenance of the rate of 
loreign exchange at a figure close to the par of ex- 
diange is dependent upon there bemg available some 
means of making payment of the balance due m 
me direction or the other If the balance of m- 
lebtedness cannot be paid, the exchange rate veil 
;end to_nse or fall beyond gold point, according to 
whether the balance is in favour of or against India 
The only limit to such movements of exchange is 
the compensatoiy action which the high, or low, 
exchange itself lias on the current of trade. When 
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exchange rises high, some people having to make 
payments to India expressed m 2 upccs find that it 
has become expcnsno to make mu*1i payments, and 
arrange to postpone tlicm Indian export era sell- 
ing abroad in prices expiessed m English money 
find that the lisc of exchange makes it impossible 
for them to Sell at the former ^prices because the 
English pi ice becomes comerlcd into a smaller num- 
ber of rupees When they imse their pi ices, how- 
evei, some of tlic husiness is lost, the pi ices being 
too high for foreign buyers Consequently the 
expoit tiadc tends to dimmish In that way, the 
balance of payments due to India gradualh becomes 
reduced until it disappeais, and pa> meats in wauls 
and outwaids become equal This lesult lias follow- 
ed, bowever, only because ihc exchange rate has 


1 isev 

In a similar manner, a heavy fall of the exchange 
rate, due to a large outwaid balance of payments 
tends to correct itself When the exchange rate is 
lower, the rupee buys fewer shillings and pence 
English money, and so the cost of purchasing goods 
for import to India increases With a heavy fall 
, °f exchange, the cost of many kinds of goods would 
become so high that the demand for them in Indin 
would fall off considerably It is important to 
notice that such a 1 eduction of the import trade 
is usually accompanied by an expansion of the e\- 
• port trade > whlcl1 ls stimulated by a low rate of ex 
change The effect of a fall of exchange is there- 
fore, automatically to bring ,„to operation forces 
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tending to reduce imports, and increase exports. 
This tends to restore equality in the payments due 
outwards and inwards. 

Considerable movements of the exchange rate re- 
sulting from the causes just described can be illus- 
trated best from the experiences of Europe in the 
period since the termination of the war. The ex- 
change rates between various countries of Europe 
and between America and Europe have risen or 
fallen a long way from the par of exchange and have 
been undergoing violent fluctuations. The situation 
in regard to the European exchanges will be under- 
stood by studying the table opposite which gives 
-■ the exchange rates between London and many 
countries of the world. The first column of figures 
gives the par of exchange for each country, and 
the other columns the actual quotations on the dates 
stated. It will he seen that the Italian lira and the 
German majk were heavily depreciated in February, 
1920, the mark, in particular, being worth only one- 
sixteenth of its par value in gold. 

These fluctuations of the exchanges are obviously 
very unsatisfactory and embairassing to merchants, 
as they carmot^form any estimate beforehand as to 
what the probable movements of exchange will be. 
If they could do so, they would adjust their prices 
accordingly,- but the only course open to a merchant 
is to make a long term contract in advance for ex- 
change, so that at life tune of purchasing goods for 
sale abroad, or- vice versa, he may cover his transac- 
tion by having the exchange pur chased i n advance. 

o 
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3t is very useful tlmi i bo ovebnm',e haul* tm-H W'-’h 
nirnngemcntsjbTii, a** it is a 1 H,> tmsnv-s for th w ro, 
the rate of e.\ehnn^t> offered is no* < ,u .inh unlnV‘ 0 * 


able to the tradei 

Tlie influence of an oxet^tvo bulant* 1 of p’ivmejdfl 
on the Indian exchange has not m tin pue*t h<ni 
considerable — at am into, it Juts been “-tunl] in com* 
pan son with what has happened b>*twct n olio r 
countries. 0o\ eminent In* alw.n* made provision, 
bo far as proved piaeUeahlc foi facilitating tin re- 
mittance of a balance of payments llurwg the 
war, when there was a \cn t.ivoutablr balance of 
fradc and a difficulty m obtaining funds to hit. nice 
exports from India, exchange would tmdoubhdly 
liave risen higher timn the rate at which Govern- 
ment were prepared to sell Oouncil hill**, had not n 
certain measure of control been exercised. 

Table of Exchange Quotations in Landau. 
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At that time gold was not available for export from 
England, and the Government of India experienced 
difficulty in providing funds m India, by the pur- 
chase of silver and otherwise, to an extent sufficient 
to allow the Secretary of State to sell Council bills to 
meet the full demand of the Indian export trade 
It was, theicfore, made a condition of the sale of 
Council drafts m London duimg the war that the 
rupees so provided in India should be used solely for 
the purpose of financing the expoit of 'commodities 
requiied for the prosecution of the war In this 
way, the exchange rate was prevented from rising 
above Is. 4^d., as it must have done m the prevailing 
circumstances of trade if there had been no condi- 
tions imposed. The subsequent increases to Is. 5 d. 
and Is. 6d. were necessitated by the rise of the price 
of silver, as will be explained later in Chapter XIII ; 
but such increases were rendered possible, and in- 
deed easy, by the balance of payments being strong- 
ly favourable to India 

The effect of a highly unfavourable balance of 
payments on the Indian exchange may be illustrated 
by the conditions prevailing m the year 1920 A 
demand for Reverse Councils arose m January of 
that year when exchange was standing at 2s 4d , 
and month by month the demand for Reverse Coun- 
cils grew until it reached unprecedented propor- 
tions This was due mainly to the fact that, whilst 
the' total value of exports remamed stationary, the 
imports were gradually increasing in value, partly 
owing to the compensatory effect of the rise of 
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exchange, which has been already alluded to above 
(page 112), paxfcly because the shortage of stocks 
of goods of many kinds due to the war was being 
made good ; and partly because a boom in company 
promotion had led to the ordering of a great amount 
of machinery and plant from abroad Added to the 
growth of payments foi imports, was an unusually 
large stream of remittances of profits and savings 
of persons who were tempted by tbe unosually high 
rate of exchange to make a profitable investment of 
their money in England Beverse Councils were 
sold to the amount of £ll-milhon in February, and 
thereafter at the rate of £l-mi11iou per week ; but 
tins was quite insufficient to meet tbe unfavourable 
balance of payments The result was that the 
maiket rate of exchange fell much below the rate at 
which Beveise Councils were sold, which was cal- 
culated at the theoretical gold parity. By the 
middle of June the market rate had fallen to Id. 
below the rate for Beverse Councils, and towards 
the middle of the month exchange touched its lowest 
point, namely, Is 8 d Of course, exchange would 
not have fallen so low if there had been m India a 
large quantity of gold available for export In this 
respect the situation was peculiar, and, as explained 
in a later chapter, laige imports of gold were being 
made by Government It was not possible to release 
gold for expoit at a price corresponding with the 
exchange rate of 2s , at which Beverse Councils were 
bemg sold , and the internal price of gold was such 
m it was not profitable to export gold obtained 
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from the hanks or the bazars when exchange was 
, at any point above Is. 9 d. The nnf avonrable balance 
of payments was able to exercise its full effect in 
depressing the rate of exchange after the suspension 
of the sale of Reverse Councils at the end of 
September, 1920, and the rate fell gradually below 
Is. 4:d., and remained fluctuating about that level 
throughout 1921. The course of events will be more 
fully described and explained in Chapter XV. 



CHAPTER X 

THE FALL OF THE PRICE OF SILVER 

The present position of the Indian currency sys- 
tem cannot he fully understood without a knowledge 
of its past developments Li Chapter III we 1 1 need 
the conversion of the English currency fiom the 
double standard of gold and silver to the gold stand- 
ard with a token currency of silver, and the change 
in India from the double gold and silver standard 
to the single silver standard The present chapter 
is devoted to the period 1835 to 1893, the out- 
standing feature of which was the fall of the price 
of silver We shall also sec what weie the causes 
of the changes which took place during that period, 
and examine their results 
From 1835 onwards to about 1872, there was 
little alteration in the currencies of Europe and 
India For many centuries the ratio of exchange 
between gold and silver had been approximately 15 
tolas of silver to 1 tola of gold , which corresponds 
with the price of 62^-d per ounce for standard 
silver m London Sometimes the ratio rose to 
16 1 (that is, 58|d per ounce) as m 1845 ; and 
sometimes it fell nearly to 14J 1 (65A per ounce) 
as m 1859 , hut there was never any great change 
On the whole, however, the price of silver was 
higher during the years from 1851 to 1866 tlpm it 
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liad been previously for -any such lengthy period. 
The reason of tins is probably to be found m the 
great increase of the world’s production of gold 
which began, in 185 Las the result of the discovery 
and exploitation of the new goldfields in California 
and Australia. The gradual increase of the sup- 
plies of gold facilitated an extension of credit by 
banks in England, and tended m this way to raise 
the price of commodities, and with them the price of 
silver It is indeed surprising that the price of 
silver did not rise higher. The explanation is prob- 
ably to be found in the fact that the famous French 
Law of 1803, which established the double standard, 
and made both silver and gold standard monev at 
the ratio of 15£ : 1, was still in operation Gold 
tended, therefore, to replace silver in France as 
the circulating medium because the fall in the price 
of gold iclatively to silver had made it the cheaper 
metal This meant that large stocks of silver were 
going on the market from France, and this tended to 
keep down the price From 1865 onwards, the 
world’s production of silver began to increase consi- 
derably ; and the effect of this in lowering its price 
could not be long delayed. 

During 1872, however, the rate of exchange 
between England and India was fairly stable and 
varied round about 2s , usually just a little under. 

The exchange-rate varied, of -course,- with the 

price of silver ; but the range of variation was 
small compared with what happened afterwards 
In order to understand exactly what the position 
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vas at this tunc, we may make a culrnlnUon of what 
the rule of staling exchange most hmo Loon during 
tins period. The sovereign contains almost exactly 
113 glams of pure gold, and the rupee, winch Weighs 
180 giains, containb 1G5 grains of pure silvrr 
■When the market price of silver corresponded with 
tho ratio of 15 tolas of silver equal to 1 tola of gold, 
the numbei of rupees which it cost to buy £1 in 
London is found by the following calculation 
x 15= Y U Y s= 10 27, or noirly E? 30*4-4, 

That is to say, the price of the sovereign was 
Bs. 10-4-0, and the rate of exchange, ns usually ex- 
pressed, namely, the price m London of buying one 
lupcc m Bombay or Calcutta, was 20s. 4- 10 2*7 or 
about Is 111 rf. "When the ratio of silver to gold 
alteicd to 141 1, the equivalent rate of exchange 

was 2s. Old ; but the ratio usually varied between Is. 
lid and 2s The rates of exchange thus calculated 
aie equivalent to the par of exchange as the term is 
undei stood between two countries both having the 
gold standaul, or both the silver standard. Obvi- 
ously there is no feed par of exchange between a 


countiy with a gold standard and a country having 
a silver standard The * par of exchange * is then a 
variable figure depending upon tho world’s pnee of 
silver in terms of gold , and it is calculated as shown 
above The balance of trade has its effect upon 
the rate of exchange at the same time When tho 
balance of payments was m favour of India, ns was 
nanaUy « le case the rate of exchange Mould rise 
above the parity of the price of silver to the extent of 
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about d d which represented the cost of importing 
silver. On the other hand, when the balance of 
payments was outward, the rate of exchange would 
fall to nearly Id below the parity of the price of 

V v 

silver, j 

/wit was m 1872 that the radical change in the rela- 
tions of silver and gold- began In the previous 
year Germany had decided to begin a reform 'of her 
currency on the basis of adoptmg the gold standard. 
The convenience of the English system, and the 
advantage to trade of a fixed exchange with the gold 
using countries, then principally the British Empire, 
were recognised and weie piobably the chief 
leasons InjL872 Germany began to export large 
quantities of silver com and imported gold Several 
of the smaller countnes of Europe followed the 
example of Germany, so that by 1873 much redund- 
ant coin was m the maiket, and France found that 
the operation of hei fixed bi-metallic standard at the 
ratio of 154 . 1 was leading to the export of her gold 
com and the mipoit of silvei Early m 1874, there- 
fore, Fiance, and latei the other countries of the 
Latin Monetaiy Union — Belgium, Italy and Switzer^ 
land — suspended the fiee comage of silver In 
course of tune the silver five-fianc piece acquired 
a scarcity value, and when Fiance adopted the gold 
standaid, it was declared a token com, representing 
the fourth part of the gold twenty-franc piece. 
From this date, 1874, a rapid fall of the price of 
silver set m, and'contmued for nearly twenty years, 
with short periods of lecovery. 


B 
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There appeal to liavo been many causes which 
combined to achieve this icsnlt. Tiic general opi- 
nion is that, not only was silver becoming more 
plentiful in relation to the demand, but gold at the 
same time was becoming more scaice, or appreciat- 
ing m value These causes may lie taken separately. 

In the case of sil\er, two factois wore affecting 
the supply In the eailv \enis of the fall of the 
price, much ledundanl silvei coinage was coming on 
the market from those complies which had adopted 
the gold standaid At the same time the woild’s 
, production of silver was continually increasing, and 
the cost of production of silver was declining, partly 
owing to the discoveiy of new mines ; but mainly 
owing to tlie invention of the Patlmson pi ocess for 
sepai atmg silvei fiom lead, which made it piofitable 
to extract compaialncly small quantities of sihcr 
wkLck m pievious times would lia\c been left in the 
lead as sent to maiket. It even became prolUablc 
to take tlie lead loois off huge buildings in 
Euiope and to leplace them with nev lead, meiely 
m 01 dei to extiact tlie silvei iiom the old lead 
Thus tlicie was a gieat increase of tlie supply of 
silver On the othoi hand, tlie demand foi silver 
was 1 educed by the lact that ioi niaiiv "\oeis \oiy 
little was icquiicd m Eiuopc or Ameiica foi coinage 
purposes The demand ol India and China still 

lemamed, but this was not sufficient to support 
the price 

A la! go share in causing the fall of the price of 
diver must he attributed to the appreciation of gold. 
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The general purchasing power of gold was rising, 
as indicated by the fall in the general level of prices 
in many countries about this time. In England and 
Germany the decline commenced in 1873, whilst in 
America it had started in 1865, soon after the end 
of the Civil War In all the countries which had 
adopted the gold standaid a decline of prices set m 
This was due to the greatly increased demand for 
gold as currency, combined with a decline in the 
world’s production of gold The richest beds of the 
Australian and Calif omian gold-fields had been 
exhausted , and the South African and Klondyke 
gold-fields had not been discoveied Tradb was 
expanding i apidly m the s even ties ; and as will be 
explamed m the chapter on Puces (Chapter XVII). 
if the currency and “ bank money ” in a country 
remains constant in total amount, and the rapidity , 
of circulation is unchanged, but the volume of trade 
increases, prices must tali') It may be asked why 
credit money, paiticularly the so-called bank money, 
which is a substitute for currency, did not increase 
as rapidly as the growth of trade, and thus tend to 
keep prices steady. The reason is probably to be 
found in the fact that the bankerjrequires a certain 
percentage of gold for his res erv e ; so, if the basis 
of his loans, namely, gold, was becoming scarcer 
relatively' to the volume of trade so must the credit 
money also, which is based on gold Fur thei more, 
as a result of a senes of commercial crises and 
nanics, culminating in those of 1857 and 1866, the 
. English banks had learned to be more cautious as to 
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the nature and extent of their *3 lu j momco- 

foith followed a policy ot extumu ututwn, which 
tended gradually to eontiael the volume of vinVii 
relatively to the total 'volume of trade 
On lcfcrnng (o (he table and diagram (Chapter 
XVI, pp 200-270), it will be seen that puces m 
England fell fiom a lei el of 331 m 3S7d to 02 in 
1895— a fall of 45 per cent In a similar period, 
from 1871 to 3894, the piiee of sihei i< 11 from 00 Wb 
to 29d, that is, b\ 52 pel cent It may be fairly 
infeued that (he special causes affecting the de- 
mand for and supply of silver mcioK accentuated 
the fall of the puce, which must have taken place 
as part of the general fall of pj ices, due to the 
appreciation of the value of gold 
It is nnpoitant now to examine the effects upon 
India of tlio fall of the pi ice oi silver. The first 
and most obvious effect was the fall of the exchange 
rate At the beginning of this chapter, it wns 
explained that the parity of exchange between two 
countnes, one having the gold standard, the other 
the silver standard, must i iso and fall m accordance 
with the price of silver m the world’s market 
.London is the great silvei market of the world, and 
llie puce of standaid silvei m London is the figure 
generally quoted as lopiesenimg roughly the price 
m all the pimcipal countnes It mil be apparent 
how closely the rate o£ e.\ch»nge depended on the 
average puce ot s.lve, hr ex Mmilra g the following 
* 01 . 10 , winch give, the puce of R ,lver m pence per 
ounce Troy m London, „„d l!l0 arai age rate of 
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74 
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1 

41 
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. 1 

42 
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. 1 

6} 

47 Uf 
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• * 

1 

42 

45 

1892-93 


1 

3 

39 

1893-94 

* 

1 

24 

35/77 

1894-95 

• 

. 1 

H 

051.5 

“ a tl, 

1895-96 

• 

1 

14 

30 

1890-97 


. 1 

24 

302 . 

1897-98 

* 

1 

33 

27*. 

1898-99 

* 

1 

4 

27 


{(■• > e 

It will be seen that the price of silver remained 
above 60<f. per otmee till 1871-72, but that by 1875-76 
it had fallen to 5 At the same time exchange, 
■which had been uniformly just a trifle below 2s. fell 
to Is did. Looking down the table, it will be seen 
that, as the price of silver continued to fall, so did 
the rate of exchange. In 3890, however, the price of 
silver rose rapidly for a time, owing to the opera- 
tion of the Sheiman Act injlic United States, which 
required that Government every year to purchase 
■54 million ounces of silver. I 11 3890-91 exchange 
vat led between 3s 9d. and Is. 5 d. Thereafter, how- 
ever, the downward course in the price of silver and 
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of exchange continued with little interruption. In 
1892-93 the rate of exchange had fallen to la. 3d. and 
the price of silver had fallen to 39$. and was still 
tending downwards 

The effects within India itself were those which 
would naturally be expected in a silver standard 
country when the price of silver was falling in the 
gold standard countries Great quantities of silver 
were imported into India to settle the favourable 
balance of trade, and this silver was very largely 
converted into rupees, because the mints were open 
to the unlimited comage of silver. There was thus 
a considciablc mciease of the mpee circulation, and 
at the same time some mciease of the jiaper 
currency The result was an intermittent but gene- 
ral rise of prices m India dm mg the latter part of 
the period, namely J383Jii.97 This was particu- 
larly evident m the puces of foodstuffs and of other 
commodities produced and consumed within the 
country, and the use of prices was reflected m the 
rise of wages On the otlici hand, the prices of 
commodities imported fiom abroad, and of raw 
material exported, mostly tended to fall slightly in 
price, or remained stationary 
The price of silver m India was, of comse, a fixed 
figure, namely Bs. 106-6-0 per 100 tolas of pure 
silver. India having then the silver standard, this 
price of silver was what is called the mint par 
It is a mere statement m another form of the pro- 
portion of pure silver m the rupee with a deduction 
Ui the cost of coming As the rupee, which weighs 
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' 1 tola, is eleven-twelfths pure silver, the number of 
rupees which are equivalent to 100 tolas pure silver 

1S f? x 100 = Rs. 109-1-6 

If we deduct Es. 2-6-3 as the charge (at 2 2 per 
cent) made by the mint foi the comage of 109 silver 
rupees, and annas 5-3 for the loss of interest w hil st 
the silver is undergoing assay and coinage, and the 
cost of transportation, etc , this gives us Es 106-6-0 
the fixed price of 100 tolas of silver in teims of 
rupees In gold standaid countries, theie is, of 
course, a fixed price of gold in normal times, which 
in England is £3 17s 10\d per ounce. 

The effect of a fall of the rate of exchange on 
Indian foreign tiade is not easy to ascertain. At 
'first sight, one would suppose on theoretical grounds 
that a fallmg rate of exchange would greatly benefit 
the export tiade and at the same tune depress the 
impoit tiade The actual statistics of tlie value of 
foreign tiade duiing the penod in question do not 
suppoit this view, however. Expansion of trade 
went on during the short periods when exchange was 
stationary or rising slightly, and there was no great 
expansion of expoit tiade during the shoit periods ' 
when exchange fell lapidly It is to be remembeied 
that jDiicos m the gokl standaid countries were fall- 
ing at the_same_ tune , and veiy often the fall of the 
prices of Indian raw produce in foreign markets 
coincided very closely with the fall of the rate of 
exchange. Whilst the fall of the exchange rate does 
not seem to have done much to stimulate the growth 
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of the export trade and of industries producing for 
export, it certainly at times provided great profits 
m the export trade. 

Exporting merchants, who were buying things m 
India m mpees, were selling them m London and 
elsewhere m pounds sterling, or in the gold currency 
of some other country, and they were often getting 
unexpectedly high prices for their goods jsvhen the 
gold prices were converted into rupees ^ This 
doubtless contributed to building up the big fortunes 
of the mei chant princes of Bombay and Calcutta, 
which weie used to finance the development of the 
trade of the country, and in expanding the cotton 
and jute manuf acturmg industries 
Allowing about three years as the probable time 
befoie the piofits of trade would become invested 
m cotton and jute nulls completed and at work, we 
may take the following figures as indicating the 


giowth of these industries as a result of capital 
invested dui mg the period of fallmg exchange 


- 

1878-79 

1898-09 

l’cTccntajcc 
Ini. row 

Colton Manufacture — 
Number of Mills 

Number of Loom3 

Number of Spindlo* J i 

Authorial capital (in lakhs 
of mpees) * 

5S 

12.9S3 

1,436,461 

571 

174 

17,288 

4,4b3,342 

1,504 

200 

187 

211 

163 

•Jute Manufacture — 
Number of Mills 

Number of Looms 

Number of Spindles 
Authorised capital (in lathe 
of rupees) 

'll 
4,946 
70 840 

1 2u7 

^3 

1 8,421 
*79,482 
493 

50 

17 2 

294 

So 
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The Government, on the other hand, suffered con- 
siderable loss through the depreciation of the rupee, 
because it had undertaken heavy expenditure in 
London, which had to be met every year. This ex- 
penditure was very largely interest upon monies 
borrowed m London for use in Lidia It included 
the cost of plant and materials for railways and irri- 
gation woiks, ihe maintenance of the office of the 
Secretary of State in London, the pensions of retired 
officers of the Indian services living m England, the 
cost of purchase of stores, and many other items. 
The rupee having fallen m value from 25. to I 5 . 3d., 
it is obvious that to purchase every £1,000 m Eng- 
land requued a correspondingly greater number of 
rupees — Rs 16,000 instead of Rs 10,000 The diffi- 
culties with which the Government of Lidia was 
faced owing to the fall of exchange were clearly 
stated by the Indian Cunency Committee of 1893. 
11 In 1873-74 ,’ 1 they say, “ before the fall commenc- 
ed, the amount 1 emitted was £13,285,678, which, at 
the rate of exchange of I5 10 3bld , was repie&ented 
byRs 14,26,57,000 Duirng last yeai (1892-93) the 
amount remitted was £16,532,215, which, at the 
average rate of exchange m that year, viz, 15. 
2 985d , lequned a payment of Rs 26,47,84,150 If 
this could have been remitted at the exchange of 
1873-74, it Avould have needed only Rs 17, 75, 19, 200.” 

' The Government of India had theiefore to icmit 
in' 1892-93 Rs. 870 lakhs more than if the exchange 
had remained at the level of 1873-74, and Rs^980 
Jqklis moie than would have been necessary at the 
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old exchange rate of 2s. ' To those familiar with the 
public finance of India at the present time, a loss of 
j> s , 870 lakhs over a senes of yeais may not seem a 
very serious mattei ; hut it has to he remembered 
that in 1892-93 the whole revenue of India was only 
Us 90 cioies, whilst the estimated revenue for 
1920-21 is more than twice as great, namely, Its 205 
crores Consequently the loss of that sum was 
far more serious then than it would he at the present 
time 

Mnch difficulty was found in making up the deficit 
resulting from the loss on exchange, the only means 
of doing so being the imposition of additional taxa- 
tion. The Government of India had to face the 
possibility of exchange falling still fuithei with a 
fuither fall of the price of silvei They had to 
examine what would he the position of Indian finance 
if exchange fell to Is As Sir David Barbour said 
in his financial statement of 1893 “ Our financial 

position for the coming yeai is at the mercy of ex- 
change, and of those who have it m their power to 
affieet in any way the price of silver If we budget 
for the present deficit of Bs 1,59,51,000, and ex- 
change rises one penny, we shall have a surplus ; if 
it falls a penny, we shall have a deficit of rnoie than 3 
crores , if we impose taxation to the extent of Bs 11 
crores, a turn of the wheel may ^equue us to impose 
furthei taxation of not ]ess magnitude , another 
turn, and we may find that no taxation at all was 
required It will be obvious, fiom what I have 
}U8t said, that what we have got to consider in 
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making our arrangements for the next year, is not 
so much the question of increasing the public reve- 
nue, or restricting that portion of the public expendi- 
ture which is under our control, but the chances of 
a settlement of the currency question ” 

1 It will be easily understood, therefore, how urgent 
was the question of currency and exchange at that 
(time Not only was Government losing heavily, but 
jthe merchant community was suffering badly from 
the instability of exchange which turned every 
trade operation mto a gamble in the fluctuations of 
exchange There. is.no wonder, therefore, that the 
period from 1874 to 1893 was one of continualcon- 
troversy on the currency question The output of 
literature, official and non-official, was enormous 
Other countries were similarly affected in different 
ways accoidmg to their vanous circumstances, and 
m every countiy the curiency question was a source 
of ragmg contioveisy and political propag anda 
Injtke United states of America, there weie repeat- 
ed pioposals to leveit to the silvei standard ; but 
the alternative pioposalsmf attempting to stabilise 
the price of silver were adopted and resulted in the 
Sheiman Act above mentioned The most contro- 
veisial of the pioposals was that known as bi- 
metallism, the object of which was to secure an inter- 
national agreement amongst all the pimcipal coun- 
tries of the woi Id. tq_fix a staudaid latio between 
gold and silver. It was held by this school that the 
double staudaid, if universally adopted, would be 
successful and beneficial and they pointed to the 
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success of Fiance aiul Hie Latin ITnion in mnininin- 
ing' the double standard af the i <t 1 10 of —2** 

sixty yea is A series of inlenuttiomti numetarr 
eonfei cnees was held, the Hist bomg in 
J87il There were foui such (onterences alb) pother, 
hut no success vas achieved in seeming agreement 
between the principal countries as to the ratio to be 
adopted between gold and silvei and Uie method of 
bunging the change into efTect The f)Ucstion nas 
all the time being complicated b> the further fall of 


the puce ot silsci 

The Goveinment of India and a stiong party of 
public opinion m India favouicd the proposed bi- 
metallic system India was represented nt these 
international eonfei dices, and Government delavod 
making any decisive change in the Indian currency 
si stem m the hope that the eonieiences uould lead 
to a successful solution of the pioblem The failure 
of the last International Monetui v Conlerence held 


at Brussels in JL892, convinced Go\ einment that they 
had nothing to hope fiom hi-mctallism, and that 
India must take action by heiseli on whatever lines 


seemed most likely to meet hei special conditions. 
Even bet 01 c the Brussels Conference met. Govern- 
ment had appointed a Committee on the Indian 
currency, of winch Lord HeyscheB was the chairman 
to examine the sit., at, on amt emtam p 10 posa]s of 
he Gooeinment of Imtia, aiu , to le))0li m thc j M 

of the losults ot the Brussels Conference As we 

?osed 5e t e i e“ C Chuptel ’ 13115 Committee pio- 
poaed the closing ot the Indian Mints to the 
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unlimited coinage of silver, and tliis measure 'was 
immediately adopted by Government, thus introduc- 
ing tlie next stage m the currency history of India — • 
the adoption of the Gold Exchange Standard. 



CHAPTER 21 

' : THE GOLD EXCHANGE STANDARD 

The continued fall of the price of silver involved 
the fall of the late of exchange mill it, ns we saw in 
the last chapter Go\ eminent was suffering heavy 
loss ui the remittance ol money to London to moet 
the Home charges, and the foreign iiade of India 
was suffering from its speculative nature owing to 
the instability of exchaugc AVe have seen that the 
seriousness ol the position led Government to ap- 
point a Committee under the Chairmanship of Lord 
Ipy^cheU^iii 3892^ 1 The question put to the Com- 
mittee was whether the Government of India should 
he allowed to cany into effect the proposals which 
they had just made for stopping the unlimited coin- 
age of silver in Lidia with a view to the introduction 
of a gold standard and what modifications, if any. 
they might suggest , 

The Committee issued its leport in the follow- 
ing year , and it has become a classic document in 
the lnstoiy of the Indian currency They examined 
the effect of the fall m exchange on Indian finance 
and on the people of India and its commeico , and 
they fully conenned with the Government of India 
in the need foi a change in the currency system The 
. Committee agieed that the mints should he closed 
kthg unlimited -coinage ot rupees ior the public *, 
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but they suggested that Government should am 
nounee that it would contmue to coin rupees and 
}issue them to the public if inquired in exchange for 
Igold at a ratio to be fixed The Government o^ 
India had proposed that the ratio might be allowed 
to rise to la 6d ; but the Committee preferred that 
Government should issue rupees m exchange for 
gold (either bullion or coin) at la_4d , although this 
rate was not to be regarded as permanent It was 
also recommended that gold should be received at 
the Government tieasuries m satisfaction of public 
dues at the same rate 

The Committee considered, and rightly so, that 
the effect of limiting the coinage of rupees would be 
to laise the rate of exchange, and that the possibility 
of always obtaining rupees at the late of 15 for £1 
would pi event the late of exchange using above Is 
4 d. This would amount m practice to placing India 
in the same position as countries possessing the 
gold standaid, at least as far as the foreign trade 
was concerned ; and it would have the great advant- 
age of secuimg a stable late of exchange The 
Committee made a thoiough survey of the currency 
systems' of all the principal countries of the world 
as they then existed They found that many coun- 
tries had adopted the gold standard to the extent of 
being able to maintain a stable rate of foreign ex- 
change in gold, whilst there was little or no gold in 
circulation m the countiy , and the actual circulat- 
ing medium was silver com and paper money. A 
striking example was Holland and her colony, 
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Java, between which mid the rest of the v/orld ft 
gold exchange was maintained with practically no 
gold in circulation and vojv little hi h*mmv<\ One 
country aftci another had closed its mints to the 
unlimited coinage of mhm, and h\ tins' means had 
been able to keep exchange up to a gold paritx. 
The cases o£ Russia and Austria were puiticularly 
intciestmg and mslmclnc In Itussin paper monej 
comcrtiblc into sihei was cluniutuig at a \alne 
above that of the silvoi wlueh it lepjexented ; whilst 
m Austria Hie papei money wms ubsolutil) ineon- 
voitible Yet owing to the limitation of llu* amount 
of paper money issued in each of tlu*«e countries 
its value was maintained, and the exchange was 
maintained at gold parity. It thcictore appeared 
to the Committee “ that it had been found possible j 
to mtiocluco a gold standard without a gold eireulu - ) 
, tion , without a huge stock of gold cmrency ; and 
even without legal couvcitibiliU of an existing sil- 
ls ei cmrency into gold ” It was on these conclu- 
sions that thev based then recommendations 
Immediately aftei the issue of the report, the 
Government of India, by Act VIII of 1803, closet! 
the Indian mints to the free comnge of both gold and 
silvei, Government letammg the power to com 
> silver lupees on its own account Bv notifications 
issued at the same time, aiiangemenls weio made 
(1) to receive gold at the Indian mints and pnv out) 
mpees m exchange for it at the late of 4d per' 
rupee , (2) for soxcreigns and half-sovereigns to be! 
received m payment of amounts due to Government 1 
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at the rate of 15 rupees to the sovereign ; and (3) 
for the issue of currency notes in exchange for gold 
coin or bullion at the same rate It will be observed 
that gold was not made legal, tender on -Lidia ; and 
that,’ although the Committee contemplated the 
eventual adoption of the gold standard for India, 
they did not propose the immediate opening of 
the minis for the coming of gold In their view a 
transiti on period was necessary in winch the rate 
of exchange would be brought up to Is 4 Wheu 
this was achieved, the fuither measures which might 
be required for the establishment of the permanent 
system on a gold basis might be considered 
The effect of these changes was to establish in India 
a currency system which was m many ways similar 
to the gold standard systems prevailing in Europe 
and America, although theie was at first no gold 
actually in circulation. The absence of gold _is f 
however, an important difference between the Lidian 
system then established and the true gold standard 
In the latter case, where there is plenty of gold m 
circulation and in the reserves of the banks, the 
foreign exchange business is easily regulated by the 
banks 'Without the intervention of Government, and 
exchange is kept close to the parity (that is, the 
mint par between the standard corns of the two 
countries) because there is plenty of gold available 
to be exported or imported when there remains a 
balance of payments due outwaids or inwards which 
it is not possible to settle by other means. 

The absence of gold available for export, was^ the 
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■weakness of tlie system, as established in the transi- 
tion period Consequently, whilst the arrange- 
ment was such as to pi event exchange lismg above 
Is 4d, there was no means of raising exchango from 
the level at which it stood when the Committee 
reported, namely, Is 2 $d to Is. 4 d. } or even of pre- 
venting it falling fui tlier There was a great 
volume of rupees m cn culation, and more rupees 
contmued to be issued almost to the end of 1893 
untd the stocks of silver at the mints were ex- 
hausted. The puce of silver continued to fall, and 
there was nothing to prevent the rate of exchange 
also falling, though m actual fact it did not fall to 
the same extent as the puce of silvci, so that the 
limitation of the coming had some effect The 
following figures aie interesting as illustrating the 
contmued fall of the exchange rate and of the price 
of silver, whilst they show clearly the way m which 
exchange was maintained at a higher level by the 
closing of the mints, and ultimately reached is. 
4 d. .— 
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During the? years 1894, 18 95 and 1896 no rupees 
, whatever were coined, and in 1897-98 the only coin- 
age was on behalf of certain native states 
It is difficult to suppose that, if Indian trade had 
been in a healthy condition and the country as a 
whole undergoing its normal expansion, the stock 
of rupees existing in 1893 would'have proved suffi- 
cient in volume to prevent the rupee rising to a 
higher purchasing power m the course of three or 
four years. It is probable that just at this period, 
1896 to 1898, the strongest influence on the level of 
exchange was the succession of very bad._ seasons 
which India experienced The country at this tmie 
was devastated by famine and_pl_ague for a succes- 
sion of years. .This considerably reduced the pro- 
ductive power of the country and its exportable 
surplus of foodstuffs and raw materials At the 
same time most European countiies were experienc- 
ing a severe depression of trade and the demand 
for Indian goods was slack At this time there- 
fore India could not experience the usual highly 
favourable balance of trade, and this doubtless kept 
the exchange value of the rupee from rising There 
was a recovery of trade in 1898, however, and this 
- year saw the exchange rise for the first time to Is. 

4 d since 1892 It' is a curious fact that, aftei 
waiting five years, the expectation of the Herscheli 
Committee, that the rate of exchange would rise to 
Is. 4:d. as a result of the closing of the mints, was j 
at last fulfilled, just at the tune when Government 
had appointed another Committee, presided over 
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by SinJ|eniy 'Fowlci,, to consider the future of 

Indian currency _ - r - - * 

Early in 1898 the Government of India addressed 
the Secietaxy of State with proposals for secuiing 
the eaily realization of a gold standard m India, 
which involved a very large withdrawal of rupees 
from circulation, as they supposed that rupees were 
still m excess of the 1 equipments of trade. To- 
gether with their own pioposals Government for- 
warded two other schemes, one of which — that de- 
vised by Mr A M Lmdsay, Ti easurer of the Bank 
of Bengal — has become famous He proposed that 
a “ gold standard leseive ” should be created in 
London, by means of a loan of £10,000,000 raised 
by the Secretary of State, and to be deposited with 
the Bank of England Sterling drafts were to be 
sold in India when required at Is , and met out 
of this fund Conversely, there would be a rupee 
section of the gold standard reserve kept m Lidia, ' 
on which Council bills would be sold in London at 
Is 41-16d for trade demands when necessary Mr 
Lindsay’s scheme was a device whereby Government 
would use its poweis and ciedit to maintain India’s 
currency system on a gold basis without liaung 
gold in circulation In principle it was an anticipa- 
tion of the system which was subsequently develop- 
ed, although the administrative machinery he pro- 
posed was consideied, and has proved to have been, 
unnecessary 

The Fowler Committee considered the proposals 
of the Government of India and the vanons other 
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schemes submitted It is important to note that, . 
■with the improvement of trade, exchange rose to 
Is 4 <7 by the time the Committee began its sittings. 
The undei taking of Government, made in accord- 
ance with the 1 ecommendations of the HerscheU 
Committee, to give rupees in exchange for gold at 
the rate of Rs 15 to £1, remained unutilized for some 
years , but in 1898, and till 31st March 1899, 
when the Committee reported, £2,370,000 in gold 
was paid mto the treasuries for this purpose This 
event seemed to indicate that the period of uncer- 
tainty and distrust had already passed ; and it 
therefore seemed to the Committee unnecessary 
to adopt the drastic measures or the elaborate 
machinery of the schemes submitted to them They 
felt that it would be sufficient to limit themselves 
to the simplest measures which seemed essential to 
secure the establishment and maintenance of an 
effective gold standard for India 
The Committee held that it was essential for the 
welfare of India and Indian trade that the gold 
standard should be placed upon a firm basis. They 
pointed out that for a countiy like India an estab-, 
lished gold standard is the simplest and most effect- 
ive means of attracting capital from abroad. The 
need of India for 'foreign capital to secure her 
economic development was indisputable ; and the 
need was paitly for temporary and partly for per- 
manent investment There is a seasonal demand 
for capital foi financing the movement of crops and 
pioduce for expoit This had caused frequent 
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stringency in the Indian money market, nnd it was 
desirable that capital should flow in from abroad for 
such purposes of temporary finance* Loudon finan- 
ciers would not risk sending out their money to 
India if, when they wanted it back a few months 
later, there was a lisk of a movement of exchange 
having wiped out all the profits and perhaps loft 
them with a loss The transfer of capital would be 
encouraged by a fixed exchange, which could only be 
secured and guaranteed by an effective gold stand- 
ard Likewise the flow of capital into India for per- 
manent investment m the shares of companies, etc., 
would be stimulated, for the investor would not have 
the uncertainty of the return upon his capital being 
affected by the fluctuations of exchange 
Briefly, the recommendations made by the Com- 
mittee weie — 

(1) That the British sovereign should he made 
’ legal tender m British India, and an endeavour 
should be made to introduce it as a curient coin 
The Herschell Committee’s recommendation that 
the sovereign should he lated at Ks 15, and rupees 
be made available in exchange for sovereigns at this 
late was confirmed. This provision would have the 
effect of preventing exchange rismg above Is id by 
more than the cost of bringing soveieigns to India 
where they would be convertible into rupees In 
order to facilitate tlic intioduction of gold into 
actual cnculation, the Indian mints were to be open- 
ed to the unrestricted comage of sovereigns and 
half-sovereigns at as early a date as possible 
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(2) As regards the position of the' rupee, it was 
decided not to set any limit on the amount of 

f — 

rupees which should he legal tender Referring to 
the legal position of the English silver coinage, the 
amount of which is limited as legal tender to 40s 
in one payment, the Committee said, “ While it can- 
not he denied that the 40s. limitation tends to em- 
phasise and maintain the subsidiary character of 
our silver comage, yet the essential factor in main- 
taining those tokens at their representative nominal 
value is not the statutory limit on the amount for 
which they are legal tender in any one payment, hut 
the limitation of their total issue Provided the 
latter restriction is adequate, there is no essential 
f reason why there need he any limit on the amount 
for which tokens are legal tender by law. ” This is 
entirely true, and the Committee reinforced their 
views by quoting the examples of Prance and the 
United States, where the mints had been closed to 
the unrestricted coinage of silver, hut the silver coins 
remained unlimited legal tender. Furthermore, as 
the Committee pointed out • “In neither country 
are such corns convertible by law into gold ; in both 
countries alike they are equivalent to gold foi all 
internal purposes For international payments, so 
far as specie is concerned, France and the United,. 
States depend ultimately on the international me- 
dium of exchange, which is gold. In the last reBort, 
it is their gold which, actmg through the foreign 
exchanges, maintains the whole mass of their cur- 
rency at its nominal value for internal purposes.” 
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The Committee recommended that the Government 
of India should not he hound to pay out sovereigns 
m exchange f 01 rupees presented , although it would 
he an advantage that they should pay out gold when- 
ever the stocks of gold in the reserves should so 
permit, and the people he willing to accept gold , 

(3) On the other hand, however, Government 
should always he piepared to make gold available for 
export , because this was the only way of maintain- - 
mg the late of exchange at Is 4-d, if the balance of 
pavments should he against India. In older to en- 
sure, so fai as possible, that gold would he avail- 
able for shipment, it was desirable to establish a 
gold leserve. It was recommended that when the 
coinage of fiesh rupees became necessary, the profits 
of such coinage should not be ci edited to the levcnno, 
or held as a poition of the oidinaiy balances of the 
Government of India, “ but should be kept in gold 
as a special reserve, entnely apart flora the paper 
ciurency leserve and the ordinary troasuiy balanc- 


es ” This xeseive, when afterwards established, 
came to ho known as the Gold Standard Reserve, 


It vail he socn that the Committee 1 econnnended, not 
only the establishment of the gold standard m India 
hut the putting of gold into effective cu cnlation as 
fai as possible They evidently looked forward to 
Jml,n ’' oi »S eventually placed m possession of a full 
stan daicl currency system The experience of 
the next few rears led, however, to the idea of 
putting g „id extensively into circulation m India 
abandoned as both nnneccssaiy and wasteM 


fc&E GOLD EXCHANGE STANDARD 145 

We shall see how this change of opinion came about. 

The continnallv improving trade and rising prices 
if the years 1899 and 1900 led to a great demand for 
rupees in India, so that early in 1900 the stocks of 
rupees in the Paper Currency Beserve had fallen to 
Bs. 5 crores. The resumption of coinage became 
immediately necessary ; but at the same time an 
attempt was made to force sovereigns into use as 
an ordinary medium of currency. The results were 
not encouraging, as most of the sovereigns very 
soon found their way back again into the treasuries, 
and in some places sovereigns went to a discount of| 
as much as four annas. Since 1900 no general at- 
tempt to force sovereigns into circulation has been 
made ; although they weie freely used at certain 
periods of the war m the pui chase of supplies for 
Government in those parts of India where the pub- 
lic would accept them. G ovcnm i eipi failed , Jhrough 
no fault of its own, do ran y out ..sonny of the Fo wler 
Conmuttee’s^recommendations.^ The British Trea- 
_ sury raised difficulties about the comage of sover- 
eigns in India ; and after long negotiations, and m 
the apparent . absence of any public demand for, 
gold as euiiciic}, the idea was abandoned in 1902 
The yeai 1900 marks the turning point m euiiency 
policy. Thereafter the object was not to allow too 
much gold to accumulate m the paper currency re- 
serve. From 1904 the Secretary of State kept oxien f 
a standing offer to sell Council Bills without limit at } 
Is. 4^d This was done in, order to meet the demand* 
of tradeis to finance the Indian exports, the object, 
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the gold exchange standard 

being to prevent (be ncenimihtiion of gob! to nn 
unnecc^snrv extent m India, with the piolmbility of 
expense having to be mem ml m -lnpping the gold 
back to London when the balance of trade might turn 
against India 

The position of the silver rupee m the currency 
system was not in pi notice changed to the extent 
anticipated bv both the Oinrency Committees. The 
lupee bad in fact become a token coin representing 
the fifteenth part of the sovereign ; bnt neverthe- 
less, as a medium of circulation, it was still prefer- 
red to gold Tins remains true to the present day, 
and it will piobably he many years before sovereigns 
- como into active and logulni on dilation The 
lesson learned, liowevci, from the lefusal of the 
public gencially to use soveieigns, nos that it i«* 
necessaiy foi a huge propoition of the metallic 
pait of tlic Papei Cm lenci Kesene to he Imp] 
m svlvei, and not too Vaige a pait of it m gold. 
Othcmibo, wlien m good seasons a strong demand 
foi cunenei mTs m, the lescive might be dimued 
of piacticalp all its silvoi, and it Mould bo necessary 
again to attempt to Joiee gold into en dilation. The 
object of Government is to he able to offer people 
the kind of cuuency medium which they demand— 
c silver, gold 01 papei money 

In the few years before 1913 tliei e had been a good 
deal of public cnticism of the methods of sales of 
Council Bills, the handling of the large balances kept 
■ 7 . the Se ^etary of State in London, and the alleged 
a ure of the Go\ eminent of India to carry out 
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some of the principal recommendations of the 
Committee of 1898 The Royal Co mm ission on 
Indian Currency and Finance was appointed there- 
fore in that yeai, and its report was available in the 
spring of 1914 The Commission reviewed Govern- 
ment's management of the currency since 1898 and 
expressed a favourable opinion on it “ The time 
has now arnved, ” (hey said, ft lor a leconsideratLon 
of the ultimate goal of the Indian currency system. 
The belief of the Committee of 1898 was that a Gold 
Cunency m active circulation is an essential con- 
dition of the maintenance of the Gold Standard in 
India, but the lnstory of the last 15 years shows that 
the Gold Standard has been firmly secured without 
this condition ” They added that, “ the people of 
India neither desire nor need any considerable 
amount of gold for circulation as currency, and the 
currency most generally suitable for the needs of 
India, consists of lupees and notes ” Having come 
to the conclusion that gold m actual circulation was 
not needed' for maintaining the currency system 
on a gold basis, it was natural that they concluded, 
in opposition to the Committee of 1898, that a mint 
for the coinage of gold in India was not required. 
They conceded, however, that, if Indian sentiment 
generally demanded that gold should be coined in 
India, there was no objection to it in principle, pro- 
vided that the com minted would be the sovereign 
or half-sovereign Other recommendations of the 
Royal Commission of 1913-14 will be found in the 
next 'chapter. 
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Smco the recovei v of tiade in 1803, there \\w only 
two periods of \\ enkness of exchange up to tlm Lit e 
of the outbreak of the Great War, The first v,a^ m 
1900-1 The sale of Councils was reduced, and a 
lower aveiage late was obtained than ip previous 
years The second pei lod of exchange weakm ^ v.ns 
in 1907-8, and Him was fai more serious 9 Ids time 
the balance of trade turned strongly against India, 
and the demand for Councils ceased. Government 
onh allowed eompaiatn elv small issnes of gold for 
cxpoit, and exchange fell to Is 3 13-1 6L A fev, dn>» 
latei the lowest point i cached was Is 3 11 10 d , pvt 
befoie the notice was issued that Rovoi^e Sterling 
Telegiaphic Transfeis would be sold ni !<?. 3 27-‘,Vld 
Altogether duung the few months for winch Reym 
Councils wcie sold nearly £ 0 -rmllions were w*fh- 
diawn f lorn tlie Gold Standaid Reserve m London ; 
and the Secretary of State, for his own expenditure., 
bad to draw upon the gold in the London branch of 
the Paper Currency Reserve, rupees to a correspond- 
ing amount being added to the Reserve in India, It 
will he obsorved that each of these periods of 
exchange weakness occmied at a tune when the 
general levol of prices throughout the world had 
leached a maximum m a boom of excited trade. 
There was a boom of tiade in many paits of the 
woild m 1900 succeeded by a collapse of prices The 
boom of trade m 1906-7, liowovei, was much greatci, 
and the collapse of pi ices which began m the summer 
of WOT was so seveio that it moated a financial panic 
of ““usual seventy m Ameuea. It ,5 nalmal that 
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the balance of trade sbonld turn against India wlien ' 
■world prices suddenly fall j(see pages 178, 257, 288, } 
and pages 300 to 308). ** 1 

In concluding this chapter, it will be of interest 
to summarise bricffy tbe results obtamed by the 
series of measures winch followed the momentous 
step taken in 1893 of closmg the mints to the free 
coinage of silver, and undertaking to convert gold 
into rupees at the rate of Es. 15 for the sovereign. 
The rise of exchange to Is M was achieved by 
1898 ; but the full establishment of the Gold Ex- 

J ~--w% * -v 

change Standard may .be. said- to date .from 1901, 
when the accumulation of a substantial sum in the 
Gold Standard Beserve gave some measure of 
secuiity that exchange would not fall below Is. 4<7, 
By this time also gold had become a very important 
part of the Paper Currency Beserve, there being 867 
lakhs of gold coin and bullion as against 11,20 lakhs 
of silver. The system of the Gold Exchange', 
Standard, as it evolved in practice, was that the 
rupee remained the effective coin in circulation, 
replaced more or less by currency notes ; and that j 
for foreign exchange purposes gold was convertible j 
into rupees, or rupees mto gold, at the fixed rate * 
of Is 4ck Although sovereigns circulated to a very * 
small extent m India, the silver rupee had become a * 
token coya^Tepresentmg the fifteenth part of a 
koyeiei^n. 

tjeme practical effect of ,the conversion of the rupee 
<mto a token com was that the price of bar silver in 
India was no longer fixed at the par of Bs. 106-6-0, 
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but fluct unfed in noooulnnee villi the |*ric^ of *'ilvc»“ 
in Hie world’s mnrkeK By for ewempb , Gm 
price of bnr silver hod fallen ns low ns Rw pfr 
100 loins 3i was, tlmrefme, no longc r P 1 ofit.iW* io 
melt up rupees, if silver were mpiirtd foj making 
jewellery, oi any other purpose. j\f the imme time 
Government was m n position to motm a con-bh-r* 
able profit upon the u»mug»* of mp< <>■,, L*<nu“f» it 
could pui elm so bin xth(i jn IGugl'tnd at u rate cor* 
lesponding to I?* 5 70, or lets, pci 100 loins of pure 
silver, and convert it at a cost of about Ri ?» hitu 
rupees winch were worth R* W) per B>h tolas 
Putting it anothei way, the iup»H*, which was now 
maintamed at the value ol H -id (that is. ltd ) for 
foreign exchange purposes, conlmnml silver which 
actually cost onlv lOd This large profit on the 
coinage went to budding up the Gold Standard 
Reserve 

Very great benefit lias nceiuccl to India h\ the 
fixation of the price of the rupee ; for. if exchange 
had continued to follow the price of silver down- 
wards, tlie mpee would have fallen to 10 A, which 
‘W'ould have involved a considerable increase of tnx- 
' ationjn ordei that Government might meet its liahi- 
hties Moi cover, the mere fad Bint exchange had 
been fixed and no longei fluctuated from week to 
w r eek with the price of silver was a vei v gi eat bene- 
fit to Indian foreign tiade, A fluctuating exchange 
makes the business of a merchant, whether exporter 
oi importer, far moie i iskv, foi his whole piofit may 
he wiped ont by an alteiation of the exchange rate. 
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Another great advantage of the closing of the 
mints was that the rise ol _ prices m India was 
checked, or at least retarded. Had India retained 
the silver standard after 1893, silver must have 
continued to flow into the country m greater and 
greater quantities, as the world’s price of silver fell. 
Prices in India, which had pieviously been station- 
ary, or had risen slightly when world’s prices were 
falling, must have risen all the fastei m the succeod- 
"'ing period from 1895, when world prices, that is, in 
the gold standard countries, started rising rapidly. 
The holders of the then existing stock of rupees 
benefited by the fact that the purchasing power of 
the rupee was raised from its mere bullion value to 
its new legal position of representing gold to a value 
nearly 75 per cent greater 

The total volume of Indian foreign trade, that is 
to say, exports and imports of merchandise combin- 
ed, grew fiom 185 crores m the financial year 1898- 
99, when exchange first reached la. 4 d , to 440 crores 
m 1913-14, the las* complete financial year before the 
outbieak of the Great War The result of the fixa- 
tion of Ihe exchange was to bring India far moie 
closely m touch than she ever before had been with 
the international markets of the world. 



CHAPTER XII 

RESERVES AND BALANCES 

The various leserves and balances held bv tho 
Government of India and by ihe Secretary of State 
are of such importance in the maintenance of the 
Indian svstem of currency and finance, as it has 
developed during the present century, that it “eem^ 
desuable to describe them somewhat moi e m detail 
than was possible in the preceding chapters The 
stability of the Indian currency system, and the 
financial ciedit of India m the monetary centres of 
the woild, depends very hugely upon the handling 
of these leserves and balances ; consequently it is 
important that the public should realise their exact 
natuic and the puiposcs which they hn\ e to iulfil 
It will be com emenl to consider the balances and the 
resolves historically m the oidei m vlnch the) came 
into exist ence 

The business o[ managmg tbc finance of so gicnt 
a counUi as India is one oi oxlieiuo complcxiLi, 
lcqunmg the mosi caieful adjustments oi icvenuc 
and expendiluie It is obvious that Government 
can never aftoid to be "without cousideiablo sums 
of ready money, which may be available for ex- 
penditure at any moment in whatever pait of the 
country money may be lequued The Government ’g 
cash is held mainly m Government Ti easuries in all 
parts of India, also as deposits m tho Imperial 
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-Bank ; whilst a certain amount of ready money is 
also required by the Secretary of State in London. 
All these balances and reserves of ready money are 
spoken of collectively as the Treasury Balances, t 
Looking back a hundred ^years In the history of 
India, we find that, apart from a few banks in Cal- 
cutta, there was no banking organisation whatso- 
ever in the country Government could not there- 
fore utilise any private agency for handling its 
funds ,* but was obliged to make some arrangement 
for keeping money safely, and for remitting sums 
from place to place. The collection of the revenue 

i 

being entiusted to a Collector or Deputy Commis- 
sioner in charge of each district, it was naturally 
most convenient to establish a treasury at the head- 
quarters of each district. These are known as the 
District JTreasunes, and into them is regnlarly paid 
the land revenue and other taxes collected within the 
district, and out of them are paid the salaries of all 
Government officers, and many other necessary dis- 
bursements for all the expenses which Government 
has to meet. Each district is divided into two, 
three or more Tahsils_pr Taluks, and m each of 
these is a Sub-Treasury Tn the first instance the 
revenue is paid into these, and it is thence mostly 
transmitted to the district treasury, as the sub- 
treasuries are allowed only to keep comparatively 
small balances, and payments are mostly made 
direct from the district treasuries "Wherever there 
are branches of the Imperial Bank, these, as 
well as the local head offices, are utilised to keep 
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Government balances and to do a great deal of 
Government business There is usually, however, a 
District Treasury m the same town ; but its staff is 
much smaller than would be necessary if the busi- 
ness were not so largely transacted through the 

branch of the Imperial Bank 
Apart from the general system of district trea- 
suries which carry on the daily business, there 
used to be thiee Reserve Treasuries, which were 
established about foity years ago m each of the 
Presidency towns The function of these was to 
keep large sums of money available for expenditure 
in case of any serious emeigency, such as wide- 
spread famine or war Experience proved that it 
was not possible for Government to deposit very 
large sums with the Presidency banks in the expec- 
tation of being able to withdraw them at short 
notice When, m 1874, Government wished to with- 
draw Rs. 30 lakhs from the Bank of Bombay to 
■ finance famine relief in Beliar and Northern Bengal, 
the Bank was unable to pay , and had Government 
insisted, the bank would have failed, and there 
would have been a widespread financial panic It 
is indeed not good banking business to accept very 
large sums on deposit withdrawable at comparative- 
ly short notice , because a bank is unable to make 
its investments m such a way that it could realise 
a large sum in a short time Bills discounted take 
time to mature , and even if it has a large reserve 
« Rested in Government securities, the result of 
forcing the sale of a large quantity of these at one 
tune is to depress the price and so involve the,bai* 
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in heavy loss. As it is necessary for Government 
' to liave large reserves m India, and will continue 
to be necessary until private aggregations of capital 
are greatly increased and the banking organization 
much more highly developed, the only practicable 
course, until the establishment of the Imperial Bank, 
was for Government to have its own Reserve Trea- 
suries 

The following table illustrates the disposition of 
the treasury balances It shows the amount of 
funds kept in each kind of treasury, in the Presi- 
dency banks, and ,the amount with the Secretary of 
State in London. The statement of the amount of 
the treasury balances is published monthly by Gov- 
ernment ; but I have chosen for illustration the 
balances at the close of the financial year a little 
while before the war and at the latest date avail- 
able : — 



31st Maroh 1913. 

31st March 19&1. 

— 

No of 
Treasu- 
ries or 
offices of 
banks. 

Balance 

No of 
Treasu- 
ries or 
offices of 
banks 

Balance. 

Reserve Treasuries 

3 

Rs. lakhs 
12.68 

0 

M* 

7,47 

District Treasuries 

272 

18,87 

264 

Piesidency Banks — 
(Imperial Bank) — 

Head Offices ... 

3 

2,88 

3 

} 6,41 

Branches 

42 

8,27 

68 

Secretary of State in 

1 

£8,783,970 

1 

£7,265,265 

London 

Equivalent at 2s 


Rs lakhs 8,78 


Rs lakhs 
7,26'' ' 
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It may be pointed out that the balances with the 
Secretary of State are large at the close of the 
financial year, because it is necessary to accumulate 
funds in advance to pay the interest charges on the 
public debt of ludia which arc due m London early 
in April. 

The balances of Government lodged with the Pre- 
sidency hanks may appear high at. first sight A 4 - 
part of the airangement with the Presidency banks, 
by which they handled Government business, much 
of it involving a great deal of detailed and unro- 
muneiativc work, the Government undertook not 
to draw upon its cash balances below the following 
figures — 

At the Bank of Bengal, Bs 100 lakhs 

At the Bank of Bombay, Its 50 laths 

At the Bank of Madras, Bs 30 lakhs 
As a rale, however, the actual balances deposited 
with the hanks were as a matter of convenience con- 
siderably larger. Tins was not of any particular 
advantage to the banks, however, in so far as large 
sums were liable to be withdrawn on demand oi at 
short notice The agreement with the Imperial 
Bank of India is slightly different There is no 
minimum balance, but all the balances of Govern- 
ment except those in treasuries where there is no 
branch of the Imperial Bank are deposited with it. 

It may be added that the Treasury Balances of 
the Government of India are a consolidated fund 
very much like the cash balances of a bank ; for the 
Balances include sums belonging to all manner of 
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different accounts. There are many local fundB in 
the different provinces, whose accounts and balances 
arc kept with Government ; most of the District 
Boards and municipalities “ bank >} with Govern- 
ment, and the Balances include also the deposits in 
the Post Office Savings Bank, and certain provident 
funds. Money is always pouring into the Trea- 
suries, and at tire same time flowing out day by day 
in a continuous stream. The Balances represent 
the actual cash in the hands of Government at any 
one moment Any physical separation of these 
Balances according to the separate heads is quite 
unnecessary. The amount at credit of any parti- 
cular account being exactly known at any moment 
in the Office of the Accountant General, it can 
always be paid out when necessary. All that is 
essential is that the Treasury Balances as a whole 
should be large enough to meet any probable call 
upon them for the payment of actual cash. The 
principle is exactly the same as that which applies 
to the cash reserves held by banks 

Paper Currency Reserve 
(The Paper Currency Reserve was established, as 
explained in a previous chapter, to secure the con- 
vertibility of the currency notes which were first 
issued by Government in 1862 \ This Reserve is 
entirely separate from the Treasury Balances Not 
only are separate accounts kept, but the actual cash 
or money m the Reserve is kept separate -Treasury 
Balances consist partly of silver coin, occasionally 
a little gold com, and a large, amount of currency 
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notes The Papei Ouirency Rosen c obviously 
cannot contam any cunency notes It was estab- 
lished in 01 dei to maintain the couvei tibility ot the 
notes, and must theieforc consist large! v of actual 
silver and gold coin r The object of Government is 
to hold so much silvei com in the Resei ve as is likely 
to be needed fox any possible demand for encashment 
of cunency notes m rupees foi use within India ; 
and to hold gold to such an amount as to be more 
than sufficient to meet any likely demands foi the 
encashment of notes foi puiposes of exporting the 
gold fiom India to othei countries, a demand which 
would naturally occui when the balance of payments 
is agamst India Government does not undertake 
to convert its notes into gold foi the general public, 
who would presumably use the gold for purposes of 
internal circulation, 01 to melt it up , but when the 
amount of sovereigns m the Reserve is laige m pro- 
portion to the amount of mpees, the public can 
usually, as a matter of favour, obtain payment of 
then cunency notes m gold 
' In addition to silvei and gold com the Paper Cur- 
rency Reserve includes silver bullion and gold bul- 
lion, usually m the form of bais weig hin g about 100 
tolas each^ The silver bullion so held in Reserve is 
usually corned into mpees as soon as the mint is in 
a position to do the woik The gold bullion m the 
Reseive, on the othei hand, is veiy often kept per- 
manently m this form, because it will be issued only 
for export, and is quite as useful tor that purpose m 
the form of bars, as it would be m com Sometimes, 
owever, the gold bullion m the Reserve is coined 
or internal use, as was done in 1918, when the 
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11 gold mohurs,” 01 fifteen-rupee pieces, of the same 
weight and fineness as the sovereign, were issued. 
The total amount of gold and silver coin and gold 
and silver bullion contained m the Reserve is called 
the metallic portion, as distinguished from the in- 
vested portion, of the Reserve 
As explained m Chapter IV, it is not necessary 
that the whole of the cunency notes issued should 
lie backed by gold or silver in order to ensure con- 
vertibility ' In ordinary circumstances, it is highly 
unlikely that notes to the extent of more than one- 
fifth, or at most one-fourth, of the total issue would 
be piesentccl for encashment within a short time. 
Even in a political emeigency like war, or a financial 
crisis, it seems highly improbable that more than 
one-third of the total outstanding notes would be 
presented for encashment within a short time ; and 
it has always been considered safe therefore to allow 
a considerable proportion of the whole Reserve to 
be constituted of investment securities, either the 
rupee debt of the Government of India, or loans of 
the British Government 

We may now see how the Paper Currency Re- 
serve has been changed from time to tune at differ- 
ent periods in its history. Soon after it was insti- 
tuted, namely, in December, 1863, the composition 
of the Reserve was as follows : — 

Bs 

Silver Com . 1,93,22,868 

Silver Bullion 1,17,00,000 

Government Securities 2,00,77,132 


Total circulation Rs 


5,11,00,000 
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The securities were at first those of the Govern- 
ment of India only The Paper Currency Reserve 
is regulated entirely by Acts of the Legislative 
Council of India , and a succession of Acts has 
peimitted the increase of the invested portion 
of 'the Reseive from .time to time : to Rs. G crores 
hi 1871, to Rs 8 crores in 1890, and to Rs. 10 crores 
m 1896 In 1903 the principle was introduced for 
the fiist tune of allowing the invested portion of the 
Reserve to he held paitly m securities of the United 
Kingdom The limit then placed was Rs 2 crores, 
wmch was raised to Rs. 4 crores hy an*Act of 1911. 
This lemained the limit until 1915, when the 
exigencies of the war led to successive further in- 
creases of the invested portion, as mentioned later 
m this chapter 

The Act of 1861 permitted the Government of 
Lidia to issue notes against gold coin or bullion ; 
hut the power was not exercised until 1865 when 
there were Rs 20 lakhs of gold in the Reserve The 
quantity gradually diminished, however, and gold 
entirely disappeared from the Reserve after 1875. 

The principle of issuing notes agamst gold held, 
not in India, hut hy the Secietary of State in) London, 
was introduced for the fiist time by an Act of 1898. 
It was intended as a temporal y measure, the Trea- 
sury Balances m India bemg low and the demand 
foi Council Bills active Gold therefore was pur- 
chased in London, and notes were issued agamst it 
m Lidia, wherewith to pay the Council Bills. It 
was son- recognised, however, that this practice 
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bo did be of more than temporary utility, and an Act 
of 1900 extended the period of these powers, and 
gave Government other extensive powers, especially; 
the issue of cuirency notes against silver bullion 
purchased by the Secretary of State and in transit 
to India Thus gold or silver in transit to India, 
from its location as part of the Paper Currency 
Reserve in England, is a part of the Reserve whilst 
in transit (Acts of 1902, 1905 and 1910). In the 
ordinary course notes have been very commonly 
issued against silver bullion purchased in England, 
or m America, and m transit to India, the value of 
the silver bullion being estimated by converting its 
cost in pounds steilmg into lupees at Rs 15 to £1. 
On reaching Inlia it is leplaced in the Reserve by 
freshly coined rupees from the mint; and it is on this 
issue of coins fiom the mint that the profit on 
coinage is realised In times of active trade, when 
there is a stiong favourable balance of payments, 
gold tends to how into India ; and some of it is 
piesented for exchange into xupees, so that the gold 
poilion of the Reserve continually increases. The 
following tablo shows the position of the Currency 
Reserve at successive dates so as to illustrate the 
principal changes The percentage which the 
metallic portion of the Reserve bears to the whole 
is indicated in the last column. It will be seen that 
jt is a very variable figure. 
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The actual location of tlie metallic portion of the 
Taper Currency Reserve is worthy of attention. 
The whole of India is divided up for purposes of 
paper cunency into seven^^ ciicles,’ ’ each of which 
has its own Currency Office for issue and encashment 

7 

of notes, and for storing a part of the Reserve The 
Currency Offices aie located in the piincipal com- 
mercial towns, and the circles aie airanged so that 
these towns form convenient centres Each cncle 
is known by the name of the town in which its 
Currency Office is situated The seven circles aie 
Calcutta, Cawnpore, Lakoie, Bombay, Karachi, 
Madras and Rangoon 

The metallic part of the Reserve is not confined, 
howevei, to the Currency Office, but a poition of it is 
distributed throughout each cncle, being deposited 
m what arc called “ Cunency Chests ” kept m tlie 
District Tieasuncs and in many blanches of the 
Imperial Bank The com kept in these cunency 
chests is of course quite sepaiate fiom the Treasury 
Balances ( Tho keeping of a poition of the Reseive 
in this way" m eveiy distnet is mtended to facilitate 
the encashment of the notes ni com, 01 giving out 
notes in exchange for com paid in.'] Small exchanges 
with the public aie made at fiist fiom the treasury 
funds, exchanges of large amounts of notes mto com, 
or vice versa, being made from the currency chest 
whenever necessary \ This distnbution of part 01 
the Paper Cuirency“ Reserve m the District 
Treasures is a means of ensuring immediate 
convertibility of the notes, and avoiding unnecessary 
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transfers of coin. < 

The exact composition of the Paper Currency 
Rebel vc, and its disposition in tlic different cur- 
icncy circles, can lie learned each week front the 
detailed statement winch is published in the Gazette 
of India, and winch is i ('produced m more or lev 
condensed form by most of the newspapers A 
lcccnt statement is punted in Appendix TV fpago 
316) by way of illustration in a slightlj abbreviated 
form Under “ Com and bullion ” five columns re- 
lating to silver and gold m tiansit to India and m 
England arc omitted, as iheie was no entrj, and in 
all the columns the figures arc here printed to the 
nearest complete lakli of lupees , On stinking 
the table it will be observed that the total amount of 
notes in cn culation is shown m the left hand column. 
The total issue fioin each Curicncy Office is shown, 
and m column 1 appeals the amounts of e.uTi issue 
retained m the Reserve Treasunes Deducting this 
from the total issue, we have a figme -which repie- 
sents what is called the “ net cn culation M r iTi-s is 
the total shown at tlic foot of the column headed 
“Elsewhoie” Most of the columns under the 
heading “Reserve” explain themselves In 
column 16 appeals the total amount of the Reserve 
located at or ci edited to each Cunency Office, whilst 
the total at tlic foot of column 16 is tlic ioial amount 
of the Reseivo It will lie seen that tins is smaller 
than the total of the notes issued , and the difference 
is made up by the notes which have been uitlidiawn 
from cnculation by foreign cncles, that is, others 
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than ciicles of issue, and are m course of remittance 
to the cucle of issue for cancellation. After de- 
ducting this sum fiom the total issue, the Reserve 
is found to he exactly equal to the total of notes in 
circulation/ 

The Gold Standard Reserve 
(It was stated in the last chapter that the Fowler 
Committee recommended that the profits from the 
coinage of lupees should be set aside as a gold re- 
solve to assist m maintaining exchange.! This prin- 
ciple was adopted by Government , and as soon as 
comage was recommenced in 1900, the entire profit 
was credited to this reseive. On 31st Maich, 1901, 
it amounted to £3,031,000, all held in India, of which 
£1,200,000 was m gold. A year later the Gold Re- 
sorvo had mci eased to £3,304,000 ; but by the sale 
of Council Bills, the whole of this sum had been 
transfeired to London, and was there mvested in 
sterling secunties /The Reseive was held in this 
Xcini, entirely m London, until 1906, when the rupee 
bianch of the Gold Reserve was established in India, 
and thc^namc was changed to the Gold Standard 
Reseive / Of the total Reserve, which amounted at 
31st Maich, 1907, to £16,842,000, £4,000,000 (then 
Rs 6 ci ores) was held m rupees in India. 

The holding of silver rupees in the Gold Standard 
Reserve did not commend itself to the Royal Com- 

* Since the abovo was written the Reserve Ti enemies hare been 
abolished, tho notes thciem having been deposited with the Iinpcnal 
Bank eaily m 1021. Columns 1 and 2 have therefore disappeared from 
recent statements. 



16G RESERVES ANP balances 

mission of J 913-14 ns a satisfactory policy j and 
(hey 1 ecomnieudod ilial the Gold Standard Reserve 
should always consist either of net mil gold in Eng- 
land 01 India, or of stalling seem Hies wind) would 
lie convertible into gold by sale in London. It 
seemed illogical that tbeie .should be a quantity of 
lupecs in the Gold Standaid Jfo c ei\e in India, and 
a laigc quanlilv ot gold m tlie Lnpei Cnueney Ec- 
serve. The lattoi was the appiopimlo location for 
the whole leserve of sih or The\ tUcrefme recom- 
mended an exchange of the mpees in the Gold 
Standaid Rescr\e for mi cqui\ nlcnt amount of gold 
talvcn fiom the Enpei Cuiienci Reserve , and this 
ivas clone eailv m 1915, therein* closing the rnpee 
hianch of the Gold Standnul JResenc. < 
lu 1907 the Socrctai v of State was of opinion that 
the Gold Standaid Rcsene was already nearH 
huge enough to moot am* probable demand for Le- 
vel sc Council^, and that hi future only half the pla- 
nts of the coinage need be ci edited to the Re'-eno 
A small Committee at the India Office leeom mended 
Gnat half of the piohts oi the coinage might he 
appiopiiatccl to capital cxpenditiue upon railways 
A sum ot £1,129,000 had been thus dn cried when tile 
balance of tiado turned strongly against India 
and Revei sc Councils had to he sold ficcly ; 
which led to the conclusion that m iutiuc the 
whole of the piofits ot the coinage should again 
he ci edited to the Rcseive, and also the whole 
of the mteicst leceivccl on the secunties forming 
the invested poition of the Reserve. This policy 
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lias been acted upon right up to the present time.* 
3?he__ Committee on Indian ,_Currency. ,(1919) 
had little to sav about the Gold Standard Reserve, 
for they approved generally the location of nearly 
all of its funds in London They considered that 
the securities held in the Reserve should be such 
as have early dates of matuiity (Gold should be 
held lather m the Paper Currency Reserve than 
in the Gold Standard Reserve , but when practi- 
cable the latter should consist partly of gold of 
which a portion, not exceeding one-lialf, should be 
in India, to be made available to the public only for 
purposes of export In the Committee’s view it 
wn«* not really necessary to have any gold in the 
Gold Standaid Reserve and the proposal to hold 
gold m India was a concession to Indian sentiment 
There is much to be said m favour of their view that 
the most convenient foim m which to hold tin* ic- 
serve is m shoit-dated sccunties^of the British 
Government , foi smce the date of repayment of 
these is always near at hand, they are not liable to 
depreciation, and can always be converted into cash 
practically at their face valne when necessaiy for 
meeting Reverse Councils At the same tune it is 
obvious that whilst Reverse Councils are being sold 
and thereafter, the composition of the Gold Stand- 
ard Reseive must be altered The sale of Reverse 
Councils operates to tiansfer the Reserve from 
Loudon to India ; and in this country it will then 
be held in gold (by exchange with the Paper Cur- 


*Bift see below pages 168 and 187, 
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rcncy Reserve) and, if noro^nry, nFo in rope*** rani 
jn rupee securities. AVhcn the balance of trade 
turns and becomes fa\ curable to India, ( 'otmcite will 
he sold ogam and those ■null probnhlv he paid at 
first from the Treasury Balances until the Secretary 
of State’s requirements for cash have been. met, 
and thereafter ne\t from the injmes, and then from 
the rupee secuiiiies and gold of the Bold Standard 
Rescive The economic conditions dictate that this 
Reseivc must he held alternately in stalling in 
London, or in gold or inpee* in Tndin, according to 
the state of the balance of hade 
The extensne eunCncv changes of 3020 did not 
afleel the Bold Stnndaid Reserve ; hut the Box em- 
inent of India announced Ihiough the Finance Mom- 
hu a slight change of pohev When the Reseme 
should lun e readied (lie amount of £40,000,000 they 
considered that it would no longer he accessary to 
accumulate the interest on the securities. This 
would he diverted to assist in making good the gap 
caused m the Papei Currency Reserve hv the re- 
valuation of its holding of gold and sterling seem 
rities* 
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The following table gives figures representing 
tlie position of tlie Gold Standard Reserve on throe 
representative dates : — • 


Composition op the Gold Standard Reserve 



30lh June 
1918. 

cOth Juno 
1915. 

80th June 
1920 

In England — 

£ 

£ 

£ 

Securities* ... 

15,941,080 

12,082,679 

80,743,809 

Cash at Bank of England 
and at Bhoit notice. 

1,015,290 

45,095 

1,168 

Gold deposited, nt Bank of 
England 

1,730,000 

1,350,000 

Ml 

In India — 




Loans and Book ci edits 

• •• 

7,OGO,OOOt 


Gold «•* mi 


5,241,889 

*M 

Silver ... ... | 

4,000,000 

• # • 


Total 

£22,080,376 

£25,719,003 

£30,744,977 


* The steilmg securities fire revalued at market prices twice yearly 
on 3 1st Mnroh and 30th September , and additional securities 
purchased hetueou these dates are shown st co«t price 


f Tho prpfits on recent coinage nero temporarily lent to the 
Treasury Balances m India. 

Royal Commission on Indian Currency and 

Finance 

Tlie Royal Commission on Indian Currency and 
Finance which was appointed in 1913-14 made tlie 
most exhaustive investigation of the position and 
location of the Reserves and Balances of the Gov- 
ernment of India, and of the management of the 
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business cmmeMcd with them. and of ^change ope* 
rations. The jeoonnnendat ions of Ibo Commission 
ns regards the gold euneney have aljomly b< <m 
mentioned (see Ohnpfm XI, page 147) : it v’di be 
sufficient licve <o iovhw briefly their recommenda- 
tions us regai ds Iho Resumes unci Balance*. Their 
most important lecommendntinnb w'erc those con- 
neefed mill the Pupci Currency Rm-rn'e, They 
observed that the sWem of regulating the i c «me of 
the paper currency had been modelled on that of the 
Bank of England which allows a fr od liilwmrj 
issue and icqmres that the whole of the notes 5 ««u«h 1 
in excess of this amount must he hacked by goid. 
The Indian cnirenev law* also permitted a fi'-wl 
issue of notes on a fiduciary basis (by which is meant 
the invested poition of the Keseno) ; but ns the 
total circulation of notes increased, and the invested 
portion of the Resei\c became therefore eontinunlly 
a smallei and smaller percentage of the whole, the 
fiduciary poition was iiom time to time increased by 
successive Acts of the Legislative Council. 

These sudden changes of fbe Rosen o, made, not 
on any fixed pi mciplo, but according to the require- 
ments of the time, did not satisfv the canons of 
good management of a paper currency as under- 
stood in modem times It is true that by successive 
new Acts of the Legislatuie, the invested portion 
of the Beseive can be expanded fiom time to time 
m accordance with the demand of the public for 
mci cased note enculation, and this practice was 
adopted during the war. gueh spasmodic increases 
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of the fiduciary portion of the Reserve can only take 
place at intervals, however In practice, for good 
regulation of the paper currency, a natural elasti- 
city is required, which allows the fiduciary por- 
tion of the reserve to expand or contract according 
to the requirements of the .public for notes In the 
busy season of the year, the money market becomes 
tight in Bombay and Calcutta, and the rate of dis- 
count rise * inconveniently high. At such times 
more money is needed in circulation, and it would be 
perfectly safe to increase the circulation of notes 
without depositing the conespondmg amount of 
gold and silver in the Reseive for every additional 
note issued. The necessity of adding to the metallic 
portion of the Reserve a sum exactly equal to the 
increased circulation of notes deprives the paper 
Currency of elasticity, for theie is a demand for 
rupees when the money market is tight. 

It would be possible for Government to give some 
elasticity to the paper cunency circulation by the 
device of obtaining sanction by an Act of the Legis- 
lature to a large portion of the Reserve being 
of a ^fiduciary character, but adopting the practice 
of not making use of its power of issuing notes 
against securities up to the limit Thus at a time 
when the money market became stimgent, they could 
issue notes against fuithei investments, and subse- 
quently contract the total cnculation and the invest- 
ed portion of the Reserve simultaneously Such a 
method of regulating the currency would require 
constant and careful watching , and the legislative 
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enactments of other countries Imv* juitdit various 
legal devices for giving oMicity to the jnper cut- 
roncy circulation whiLl jet prc-cribim' ft <lf finite 
rule of management, With this obyud in view the 
Royal Commission ori Indian (PR "4 4) TO- 

commended that the fuiuemre portion of the note* 
issue should he increased at once from It (ft 20 
crores, and that thereafter it should ho fieed at ft 
maximum equal to tlie amount of the notes UeM by 
Government m the Reserve T reaming phir one 
third of the net circulation The) further u com- 
mended that Government riumhl take pov.Tr to ft al.c 
temporary investments or loans from the fiduciary 
portion of the Reserve within this maximum both 
in India and m London, as an alternative to 
ments in permanent securities. It will he seen that 
this would allow a certain degree of rirv-ticih, and 
would allow Government to assist the mone> marl'd 
by making loans from the Paper Curr» my Reserve, 
prefeiably through the Imperial Rank It would 
still be necessary, however, that for every Rs. 30 
mcicasc of the cn dilation two-thirds of this amount, 
i e , Rs 20, should be added to the Reserve in the 
form of gold or silvei The recommendation of the 
Cm roncy Committee of 1919, which is dealt with in 
a subsequent chapter, was moie liberal ns they pro- 
posed that the fiduciary portion of the Reserve should 
form 60 per cent of the whole circulation 

The Paper Currency Reserve it Wat. To^ 

As will he explained in a later cha pter*, the grow- 

* See Chapter XIII, pn g 0 , m nad 1%, ~ 
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ing demand for Council Bills, the necessity of 
financing the employment of the Indian Army 
abroad, and the export of mnnitions and goods of 
national necessity for the prosecution of the war 
led not only to the importation of enormous quanti- 
ties of silver but to the need for the expansion of the 
note-issue against securities The absorption of 
silver was so lapid with the rising prices in India, 
that no considerable amount could be retained in 
the Paper Currency Reserve. Enormous quantities 
of rupees were being coined ; but they seemed simp- 
ly to pas3 through the Reserve and disappear 
amongst the rural population. Local merchants 
had to cash their currency notes in silver in order 
to pay the cultivators ; and these latter and the 
banias hoarded silver 

For these reasons successive Ordinances, and sub- 
sequent Acts of the Legislative Council, were neees-i 
sary in order to increase the powers of the Control- 
ler of Currency to issue notes against securities. 
The following table shows how the total amount of 
securities allowed to be held in the Reserve was in- 
creased from Erne to time, and it also shows in the 
third, fourth and fifth columns the limits assigned 
to the various classes of securities within the pre- 
scribed total It will be understood that the figures 
in the third to fifth columns arc m a sense alterna- 
tives The securities of these classes could not all 
be held up to the maximum limit of each class at the 
same time, as the general limit of all securities came 
into operation preventing that. 
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Limits of Invested portion of the Paper Currency 

Beserve 

(in chores op rupees) 


Column No 1 

2 

3 

Authority 

Total per- 
missible 
of nil 
secuntios 

Rupee 

securi- 

ties. 

Act XIX, 1861 . 

4 

4 

„ HI, 1871 ... 

6 

6 

,, XT, 1890 .. 

8 

8 

„ XXI, 1896 . 

10 

10 

,, III, 1905 

12 

12 

n Xlf 1910 »» 

12 

12 

„ VII, 1911 . . 

14 

It 

„ V, 1915 .. 

20 

20 

Ordinance I, 1916 . 

20 

20 

Act IX, 1916 

26 

20 

Ordinance VI, 1916 

38 

20 

„ VII, 1910 

60 

20 

„ VII, 1917 

62 

20 

Ant VI, 1918 .. 

86 

20 

„ 11, 1919 ... 

„ XXVI, 1919 .. 

100 

20 

120 

20 

XXI, 1920 

120 

120 

„ XLV, 1920. Tern- 

85 

85 

porary 

Ditto, Iormtmcnt 

“Metallic 

Reserve 

20 


Sterling 

securities 


British iCnmmcr- 
Trensury , cnn.1 
Bills ! Bills 


2 

2 

4 

4 

10 

10 

10 

10 

10 

JO 

10 

10 

120 

85 


6 

18 

SO 

42 

6G 

80 

100 

120 

85 

Metallic 

Rosorye 


««« 

• * 


»*• 

«*» 


— anaia, ana 

the sterling securities ongmally held m the Reserve 

(.Column 4) are permanent loan stock or long dated 
securities The rapid depreciation of such securi- 
ties noth the giowth of the British national debt 
urmg the War led to a change of policy. Power 

WaS theref ^ e ^ken in Act IX of 1916 to hold six 
crores of Bntish Treasury Bills which mzZeZ 

****** after not more than twd™ m and 
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are therefore not liable to depreciation. The Act of 
1920 passed in April of that year was important 
because* although it did not increase the total 
amount of securities admissible in the Reserve, it 
’ abolished the Imnt on the holding of securities of 
the Government of India As noted in a later chap- 
ter, this was done on account of the adverse balance 
of trade and the necessity for selling Reverse Coun- 
cils which began in January, 1920, these for the 
greater part being met out of the sterling securities 
of the Paper Currency Reserve. So far as the cir- 
culation was not contracted, this operated to trans- 
fer part of the invested portion of the Reserve to 
India, where it was naturally desirable to hold it in 
secunties of the Government of India. 

Report oe the Currency Committee, 1919 
The Report of the Committee on Indian Exchange 
and Currency (1919) is described in a later 
chapter*; but it will be more convenient to notice 
here its recommendations as regards the eom- 
positioii of the Paper Currency Reserve The Com- 
mittee had to consider in regard to this the pecuhai 
position which had been reached by the absolutely 
necessary expansion of the circulation during the 
war and subsequently. This had been achieved 
mainly by enlarging the invested portion x>f the 
Reserve, the increased investment being in sterling 
securities held in London The last change was 
made by Act XXVT of 1919 which fixed the invested 
portion of the Reserve at 120 erores, of which 100 
* See Chapter XIV, page 220, 
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croics might he invested in Treasury Bills of the 
British Government. This meant that considerably 
more than half of the total circulation at tlm time 
the Committee leported (186 crores) could he held 
m British securities. If, as was probable, there 
should be a contraction of the gross circulation in 
future years, the limit would become unduly high 
and would have to he reduced from timo to time by 
special legislation 

The Chamberlain Commission had pointed out the 
disadvantage of the inelasticity of the Indian Paper 
Currency system * During the past six years a 
substitute for elasticity had been found in tho issue 
of frequent Ordinances and the passing of Acts. 
The Committee found that it was essential to intro- 
duce elasticity into the system and thus “ to obviate 
the necessity for constant fresh applications to the 
legislature as the circulation grows Both these 
objects can he attained,” they said, “ if instead of 
laying down that the invested portion of the Reserve 
must not exceed a fixed maximum, the legislature 
prescribes that it shall not exceed a maximum per- 
centage of the total issue ; or alternatively, that tho 
metallic portion shall not fall below a minimum per- 
centage of the total issue ” 

The Committee also made a further most import- 
ant lecommendation, namely, to try experimentally 
on a small scale the device proposed by the Royal 
Commissm ot 1913-14 for g,^ tissue 

•Report, 1914, paragraphs 103 - 105 , 
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elasticity — one wliicli lias been adopted in connection 
with the Federal Reserve Note System in the United 
States • that is to make commercial bills of ex- 
change available as secnrity for the issue of notes. 

The Committee recommended that this should be 
done to the extent of five erores in addition to the 
other forms of security already permissible “ The 
issue would take the form of loans granted to the 
Presidency Banks on the collateral security of bills 
endorsed by the Presidency Banks and having a 
maturity not exceeding 90 days ” They proposed 
that the Banks should be charged at not less than 8 
per cent per 'annum foi such advances Thus theie 
would be no temptation for the Banks to make this 
an ordinary means of increasin’g their available 
capital ; but they would seek such advances from 
the Paper Cuirency Department only at periods of 
exceptional tightness of the money market. They 
recommended that the statutory minimum for the 
metallic portion of the Reserve should be 40 per cent 
of the gross circulation, which, it will be remember- 
ed, includes notes held in Reserve Treasuries They 
also recommended that of the fiduciary portion of 
the Reserve not more than 20 erores should be held 
in securities of the Government of India 
It is interesting to observe how opinion has chang- 
ed on this question of securities other than those of 
the Government of India being held as part of the 
fiduciary portion of the Reserve It was in 1905, 
for the first time, that British Securities were allow- 
ed to lie included in the Reserve, and the amount 

34 
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allowed was only 2 ci 01 es The limit was increased 
tp 4 cioies m 1911 and to 10 crores m 1916, and 
thereafter by rapid stages to 100 crores in Septem- 
ber 1919 The rupee securities which were increas- 
ed to 20 crores in 1915 remained stationary at ill at 
figuie till Apiil, 1920 It has now become recog- 
nized that the sterling sccuiities m the Paper 
Currency Reserve servo a very useful function, in 
that they may he used to replace or supplement the 
Gold Standard Reserve m maintaining the rate of 
exchange dui mg a peiiod of adverse balance of trade 
by being used for the payment of Reverse Councils 
as above desenbed This piiuciplc has a sound 
economic basis. When the export tiade from India 
is brisk flic balance of trade is favourable ; and the 
demand for Councils is active This places funds 
in the hands of the Secretary of State, and the 
Council drafts are paid in India by notes issued 
against the increase of the securities held in London. 
At the same time prices rise in India, partly from 
increased demand and partly from the increase of 
circulation. 

There is a use and fall of prices all over the 
world at the same time m a more oi less regular 
succession of periods, which are usually seven or 
ten years in length Such a period, whatever its 
length, is called a “ cycle of trade ” In that por- 
tion of the cycle during which woild prices are 
rising India experiences a favouiable balance of 
trade Immediately aftei world prices have com- 
menced falling India hegms to experience an 
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adverse balance of trade which lasts usually from 
twelve to twenty months Durmg these abnormal 
penods of adveise balance of trade Reverse Coun- 
cils are sold and paid in London by selling the ster- 
v ling securities of the Reserve At the same time the 
money realised m India by selling the Reverse 
Councils is used to withdraw currency notes from 
cii culation. This automatically contracts the cir- 
culation, if the amount of the rupee secunties is 
fixed The contraction of the circulation brings 
down prices in India, and re-establishes the favour 
able balance of tiade at an earlier date than would 
otherwise have occurred. By this device of holding 
the gi eater part, and the elastic part, of the fiduciary 
portion of the Reserve in sterling securities, a per- 
fectly automatic adjustment of the circulation to 
the state of trade can be secured It also provides 
a means of maintaining exchange 

Paper Currency Act of 1920 
The extraordinary measures winch became neces- 
sary durmg the War foi enlaigmg the fiduciary por- 
tion of the Paper Cunency Reseive were admitted- 
ly a clumsy expedient for obtaming the necessary 
effect of elasticity The expansion of the ciiculation 
was absolutely necessaiy and, as stated above, under 
the existing law no alternative course presented 
itself but to ask the Legislative Council to increase 
the portion of the Reseive that might be held in 
securities The Finance Member of the time, Sir 
William Merer, had begun by apologetically asking 
foi an lucicdse of the sceiuilics m the Reserve to 20 
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crores in 1915, mid liis successor outlet! by asking 
and obtaining sanction to a Jimit of 120 crores 
in September, 3919. The war-time Acts amt the 
later one of April, 3920, Mere purely tempo: ary," 
because it was fully i calmed that the old system of 
regulating the Reserve was obsolete and must be 
replaced sooner oi later by a system having cerium 
features of elasticity. 

In framing the Paper Currency Act (1920) the 
Government of India adopted in principle the re- 
commendations of the Committee ; but they prefer- - 
red to imposo upon themselves a somewhat higher 
standard for the metallic reserve and adopted 50 
per cent instead of 40 pei cent of the gross circula- 
tion as recommended by the Currency Committee 
(1919), although the powei to issue 5 crores of notes 
against commeicial hills of exchange in effect 
reduced tins burnt to about 47^ pei cent 1 The per- 
manent composition of tlic Reserve is to be as 
follows — 

(1) Metallic poition — to be not less in \alue 

than the secuntics portion of the Re- 
serve •, (may include gold held by the 
Secretaiy of State not exceeding 5 
crores) 

(2) Secui ities poition • — 

(a) Seciu dies of the Government of India 

to an amount not exceeding 20 crores 
valued at purchase pi ice, of which not 
1 111010 than 12 croies may be “ created 
securities ” explained below) ; 
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{b) Securities of the United Kingdom the 
date of maturity of which is not more 
than one year from date of purchase. 

(3) Bills of Exchange which will mature within 
’ 90 days, and which satisfy the conditions 
laid down by the Governor General in 
Council, to a total not exceeding 5 
crores. 

The metallic portion of the Reseive may consist 
of sovereigns, half-sovereigns, rupees, silver half- 
rupees, and gold and silver bullion. The gold 
bullion is to be valued at the late of Re 1 for eveiy 
11 30016 grains of fine gold ; and the silver bullion 
at the purchase price convex ted into rupee currency. 
It will be observed that the token corns of nickel, 
and the subsidiary silver coins of 4 annas and 2 
annas cannot be included in the metallic portion of 
the Reserve Gold and silver coins other tkat v tkose 
which are legal tendei in India can of course be held 
in the metallic portion of the Reserve, but would be 
treated as bullion 

The function of the securities portion of the Re- 
seive (with the bills of exchange portion) is to 
fill up the gap between the metallic portion of the 
Reserve and the gross cii dilation. At times when 
rupees come back from circulation the securities 
portion may decrease to any extent convenient. On 
the other hand, a maximum limit relatively to the 
metallic portion of the reserve is absolutely neces- 
sary in order to prevent any undue expansion of 
fhe circulation and to ensure the convertibility of 
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Hie notes 'Phc-ro is no mrmmum hri.it W' {ft 
as regains rujno •-ecurifto'* Bii(}°h *-r enntie & f, i 
ahoii date may he 1«W to nnj « xt« id, - abj«rt if? ihn 
limit (1ml the total amount of ‘eennU-, do*; not 
exceed the value of the metallic portion of the 


Reserve. 

It v, ill he been that this n*v M-i provide 
neccssai) elasticity. In a period ot expanding 
trade mid rising prices there is ft d» mund for more 
currencv. Let ns suppose that the nutnUic portion 
of the Rescue was 75 crore* and the securities 55 
cioies on a given date ; that there rtf an active de- 


mand loi Oomieils , and that with Ut»* pw'»d- f the 
Sccietan ol State is buving sterling xwutriiiep and 
noles ate being issued against them m India. A 


limit is lived to the issue of notes in this nmnntn h**n 
the total ralue of securities has also become 75 


ci oi o'. The hunt will he a Mnnllei lignie if in the 
meantime the encashment ol note", lias led to a re- 
duction ol the metallic portion of the Redone 
It might appear that this latter contingency would 
seriously limit the increase of the note ciienlnnoji 
against securities, such as is mpiired dunnir a 
pcuod of actne tiudo But in the or cut of there 
being a henry vithdiaual oL rupees or Miveieigm 
fioin the Rcseive, Go\ erument y,ould nnmediatoh 
cable the Seci clary of Rtnte to use <?omp of the funis 
obtained b\ sale of Councils for pm eliasc of siher 
(or gold) to he immediately slupped to India, rrhme 
it would he corned and put in the Reserve Thus the 
expansion of the cnculation would only be dehn ed 
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bv a few weeks , and for every croro of gold thus 
imported, or foi eveiy more of tolas of Indian 
standard silver imported (which at tlie prevailmg 
puce of silver would usually cost less than a crore 
of rupees), tlie Government of India could issue two 
crores of notes — one crore for the metal imported 
and another backed by the increase of the total of 
securities permitted by the increase of the metallic 
portion 

The provision that the securities of the United 
Kingdom shall be those which mature not more than 
one year after the date of pui chase is a wise pro- 
vision to prevent the loss which sometimes occurs on 
the realization of ordinary Government Loans In 
former times it had been usual to purchase British 
“ Consols,” or War Loan stock which was not re- 
payable until neaily 30 years thereafter. The puce 
of such loans on the Stock Exchange is continually 
fluctuating ; and during the years 1910 to 1920 there 
was a continuous downward tendency of prices 
because the current rate of interest was rismg Con- 
sequently securities were sometimes sold at a loss. On 
the other hand, Treasury bills and securities which 
will be repaid within twelve months cannot fall much 
in value on the Stock Exchange, as they will be worth 
then full nominal value on the date of repayment. 

The issue of currency notes against commei'cial 
bills of exchange originating in internal trade is now 
adopted foi tlie fiist time m accordance with the re- 
commendations of the Committee of 1919 The 
Uoyal Commission of 1913-14 had made a similar 
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proposal that Government riiould make loans to ihe 
Piesidency Banks when needed. The small limit 
of 5 crores has been chosen admittedly as an experi- 
mental measure. When the manner oF reflation 
of such issue has been tested by experience, if the 
effects have been fonnd beneficial, as is expected, 
the limit will doubtless he raked. The idea of 
issuing cuircnc) notes agamst commercial bills is to 
secuie an expansion of the cn dilation in a. time of 
active demand for money In \eais when Ibe crops 
are heavy and merchants have to finance the move- 
ment of laige quantities of gram, cotton, jute, etc , 
the demand foi loans in the form of discounting bills 
of exchange is so gieat that the market rate of in- 
terest is foiced up to 8 or 10 per cent, or even higher 
for a slioit period Merchants do not like such a 
period of tightness of the money market Some- 
times they cannot get their bills discounted at all, 
and when they can the rate of interest is so high that 
it is very expensive to hold stocks of commodities. 

The economic sequence is this when there are 
very large stocks of commodities in the country 
there must be also a large volume of bills of ex- 
change ; and therefore there is needed at that time 
a large volume of rupee circulation to be used in 
discounting 'the bills The provision that notes may 
be issued against bills of exchange amounts, there- 
fore, to Government undei taking that, up to a certain 
limit it will discount commeicial hills of exchange 
or - rediscount ” them, as it is called commercially 
vhen one hank discounts bills handed on to it by 
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another which has discounted them for its custo- 
mers, The actual mechanism of the new system 
will he that Government will issue notes to the Im- 
perial Bank in return for bills of exchange deposited 
with the Conti oiler of Currency , and the latter will 
charge the Bank interest at a high rate, not less 
than 8 per cent This latter provision is meant as 
a safeguard that this means of increasing the avail- 
able money will only be used in times of real emer- 
gency. There is no intention that the Imperial Bank 
should make a profit out of the transaction ; it will 
simply increase its available funds in this maimer 
whenever the market rate rises above 9 per cent. 
This may be called a normal figure at the busy sea- 
son : the additional funds available will avoid an 
unusual and embarrassing tightness of the money 
market. 

As the Finance Member explained in his speech 
introducing the Bill, it would not be possible to 
bring the new permanent provisions for the Cur- 
rency Reserve into operation at once owing to the 
difficulty caused by the necessity of revaluing the 
gold and the sterling securities of the Reserve on 
the basis of Rs 10 to the sovereign instead 
of Rs. 15 At the time of his speech*, the gioss 
circulation, after havmg reached a maximum of 186 
croi es, had been reduced to 162 crores, against which 
the metallic backing was 93 ciores , and the balance 
of the Reserve, 69 crores, consisted of securities, 

* 2nd September, 1020 Sec Proceedings, Imperial Legislative 
Council, Gazette of India, 18tb Sept, 1920, Part VI, p 1113. 
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the valuation of gold and sterling securities being • 
on the old basis of Rs 15 If the new composition 
of the Reserve and the new valuation of 
the sovereign had been immediately applied, the 
metallic portion of the Reseive would have. been less 
than 50 pei cent, or else it would have been neces- 
sary to make a drastic 1 eduction of the cuoulation, 
which would have been disastious m its effect upon 
trade It was necessary therefoie to make tempo- 
rary provision for bridging over the period which 
would he needed to hi mg the Reserve into con- 
formity with the new permanent basis By the 
temporary Act of March, 1920, Government had 
powei to hold secunties to a total of 120 cioies 
This was now an unnecessarily large figure, and 
' as a temporal y piovision it was enacted that the 
total of securities should not exceed 85 ciores 
But the leal difficulty was how to fill up the gap 
formed by revaluing the gold and steihng 
secunties at two-tlmds of their former value This 
was easily done as a temporary measure by autho- 
rising the Government of India specially to cieate 
securities and issue them to the Conti oiler of Cur- 
rency, such secunties being valued at the maiket 
price of similar secunties on the date of issue 
These created securities ” would obviously 
amount, however, to fai more than the limit of 
twelve ci ores peimitted by the provisions of the Act 
It was therefoie provided that the excess should be 
reduced gradually by leplacmg them with sterling 
securities Thera being no funds avmlsble in, 


' &E&ERVES ARE BALANCES 


187 


mediately to puicliase a large quantity. of sterling 
securities it was provided iliat interest derived from 
the securities in the Reseive should be applied as 
from 1st of Apiil, 1921, to the reduction of the 
created secunties, and that the Auditor General 
should every yeai giant a ceitificate of the amount 
of such interest and that it was so applied Gov- 
ernment undertook also that, as soon as the Gold 
Standard Reserve should amount to £40,000 000, the 
interest on its secunties, which now goes to swell 
that Reseive, should all he appropriated to the 
ciedit of the Cuirency Reseive There would be 
about £2,000,000 annually from intei est on the 
securities m the Paper Cuirency Reserve , and dfter 
a year or so nearly an equal amount available also 
from the Gold Standaid Reserve Thus it would 
be possible in the course of some foui or five years 
to fill up the gap cieated by the i evaluation of the 
soveieign at Rs 10, and to bring mto effect the 
permanent piovisions foi legnlatmg the Paper 
Cunency Reseive The necessity foi delaying the 
application of the new lule that the metallic poihon 
of the Reseive may not be less than the amount 
of secunties does not involve delaying the very 
useful provision allowing the issue of notes against 
bills of exchange to the limit of Rs 5 cioies, which, 
after the lules governmg it have been settled, can 
be made use of when the occasion theiefore anses * 

* Since the above -was 'written the metallic portion of tho Eeserve 
lms increased to moio than 50 per cent of the circulation , ul.ilst the 
Gold Standard Eeserve exceeded £ 40, GOO, COO on tho 30th Sepleinbei 
1921, and the interest is bomg applied m reduction of the created 
securities In March, 1922, l croics of notes weie issued against bills of 
exchange The Finance Act of 1922 has postponed for t\\ o years tho 
use of the interest of the P, C E as above described, 



CHAPTER XIH 

CHANGES DURING THE WAR 

We have seen in the last chaptei that the Indian 
system of currency and foreign exchange was per- 
manently established hefoic the War and was 
working m a perfectly satisfactory manner A 
proof of the excellence of the system winch Gov- 
ernment had established lies m the fact that it 
withstood perfectly the shock of the outbreak of 
war. Confidence was suddenly shaken by uni- 
versal apprehension as to what might happen in 
the future The big financial bouses of Europe 
also saw that they would immediately need to 
utilize all then capital in then own countries. 
They therefoie called nr moneys which weie owing 
to them from all parts of the world So many 
people weie trying at the same time to send enor- 
mous sums of money to England and to Fiance that 
it was impossible to find any means of sending it. 
The exchanges, after using veiy high agamst these 
remittances to Euiopc, completely hiokc down j 
and it was only by tbc intervention of the Bntish 
and French Governments that a serious financial 
panic was avcited and the exchanges were gradual- 
ly restored to a working condition 
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Want of confidence and weak exchange 
The Indian system of exchange was completely 
prepared to meet snch a crisis becanse of the large 
funds which had been accumnlated in the Gold 
Standard Reserve and were held in London. The 
trade conditions in the summer of 1914 were 
already indicating that the balance of trade was 
likely soon to turn against India ; for the sales of 
council bills m May, June and July of that year 
had alieady fallen to less than one-fourth of the 
sales in Apiil Immediately on the outbreak of the 
War, however, foreign firms in India wanted to 
remit large sums to London and elsewhere, and 
Indian merchants were required to iiay immediately 
for goods they had nnpoited Reverse Councils 
were offeied and were freely bought. Impoifcs 
oidered before the War were still arnvmg in India 
during the next three or four months , but the ex- 
port trade was immediately 1 educed m volume 
Geimany and Austria foimeily pui chased a large 
pioportion of our expoits, paiticularly raw com- 
modities, and their trade disappeared entirely 
Moieover, the exploits of the “ Emden ” in Sep- 
tember and Octobei, 1914, pi evented many ships 
leaving Indian poits. For these causes amongst 
otheis, the balance of indebtedness lemained out- 
wards for seveial months, and reveise Councils con- 
tinued to be sold until tbwaids the end of Jammy, 
1915, when normal conditions became more nearly 
re-established. The total sum of leveise Councils 
gold during this penod of unfavouiable balance of 
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trade from August, 39H, to Jmamn , 10J5, van 
£8,707,000 

Dining the spiing of 1015 the -nhs «-f Oumnl 
hills hy tlie Secictuiy of State ineren'^d. Kv- 
change weakened again in Juno and royei ie (.-outt- 
cils v’cie sold again foi the next thi* 4 ** months, foi 
September the balance of trade {\mmd definitely 
in faioui of India, mid by the end of the year the 
Societal \ of State was helling Oonuetl bdls to an 
amount not much below liounal foi that time of 
yeai This does not mean, howuwei, that trade was 
being cairied on upon the pre-war bust* A** a 
mattei of fact, both the imports and the exports 
v r cic reduced, partly because England could not 
now supply goods foi ns to import, and exports to 
the Centinl Empires weio impossible , whilst ship- 
ping difficulties also affected both inipoits and 
exports. 

Other noteworthy features of the first year of 
the AVai wane nnunh the i esult*- of the ’diock 
caused to confidence m India h\ the outbreak of 
wai, and of the iccoycjw thcrclrom The cilsis 
caused panic-stricken demands ior gold, foi the 
encashment of cuncncy notes, and ioi the with- 
drawal of Post Office Savings Bank deposits Tlie 
-fiist noticeable lcsult was that sovereigns dus- 
appeaied entnelv from cuculaiion Pnor to 
August, 1034, sovereigns had been in enculation to 
u limited extent m pails of Lidia, paiticulailv in 
the North. AYithm a few days the gold coins 
< always more easily earned and binned than silver 
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disappeared from , circulation, being boarded by 
innumerable native bankers and petty mercbants. 
Marwans sent great quantities back to their native 
villages to be buried , but perhaps it was not only 
fear winch prompted this action Some may have 
realized that wai would prevent the importation 
of more gold into India, so that the pi ice would be 
certain to rise. 

At the same time a great demand arose for the 
encashment of currency notes in gold, and so 
early as the 1st of August, four days befoie Great 
Britain declared war on Geimany, the Government 
had to conserve its gold by refusing to issue less than 
£10,000 at one time to any person As £1,800,000 
of gold was withdrawn m foui days, this restric- 
-tion was practically ineffective , and on August 5th, 
Government notified that gold would no longer be 
issued to private peisons, a restriction winch has 
ever smee been maintained The lesult was that 
sovereigns very soon rose to a piemium, being 
quoted at Rs 15-6-0 by the end of August and at 
Rs 15-8-0 in November, 1914, although thereafter 
there was a temporary decline, befoie the premium 
rose to a much higher figuie 

The demand for the encashment of currency 
notes was particulaily strong m the Bombay Pre- 
sidency Government at once took steps to check 
any panic by issuing instructions that eveiy en- 
deavour should be made to meet promptly all de- 
mands for encashment at district treasuries, 
although a currency note was convertible as a 
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matter of right only at tlio head currency office of 
the circle of issue. The result ivas that the ncli\o 
note circulation, that is, amongst the people, re- 
mained practically stationary, whilst the gioss 
circulation was reduced through the Pi csidency 
Banks considerably reducing their holdings, which 
had been unusually large ,pist before the outbreak 
of "War 

The deposits m the Post Office Savings Bank ucre 
about 24-} crores on the 31st of Julv ; hut from the 
second week of August there was a heavy and 
excited nm bv Savings Bank depositors, to with- 
draw their funds, so that about six croies were 
withdrawn during August and September A\ itli- 
drawals continued for seveial months, and tile total 
deposits held fell to 15 eioies by the end of March 
1915 Thereafter withdrawals due to want of con- 
fidence ceased, and deposits gradually increased 
again as shown in the following table . — 


Deposits m the Post Office Savings Ban h, India 


Re Chore? 

at July 81 Rt 1914 .. 24 6 

Match 31st 1016 14 0 

March 3nt 1016 16 3 

March Slefc 1017 ... 16 6 


Rf Craves 


March 31st 1918 ... 10 G 

March 31fit J919 If! 8 

March Slat 1 (, 20 213 

Hnnh 31st 1021 . 22 8 


(Trowing Pavoubabke Balance op Trade 
By October, 1915, the cuirency and exchange 
position had become normal again, except for the 
total absence of sovereigns fiom eneulation 
About this time there began to anse a gieat demand 
for India’s raw pioducts and food-grams m the 
Allied and neutiaf countries. Jute cloth was? 
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requhcd in huge quantities foi sand bags, and hides 
•wore wanted for malring leather for army boots and 
equipment Indian cotton and various forest and 
plantation products were eagerly demanded The 
exports of tea, indigo, lac, and wool all mcreased. 
At the same time the goods which India usually 
imports from Europe and America were difficult to 
obtain. As the total money value of the exports 
began to exceed that of the imports more and more, 
there came to be a iaige balance of payments m 
favour of India. Council Bills were sold on a 
considerable scale during the cold weather of 
1915-16, During the whole of 1916 the demand for 
Council Bills was very keen and continued to grow 
until it reached an intensity unknown m pre-war 
days, except for very short periods 
The supply of Councils unfortunately was neces- 
saiily limited by circumstances over which Gov- 
ernment could have no conti ol. This statement 
vill become clear if we examine the two principal 
reasons. In the first place, it must be remembered 
that the Secretary of State cannot sell a Bill in 
London payable m India unless he is sure that the 
Government of India have actual cash to pay it 
with on presentation. When Council Bills are 
being sold in great quantities m London, their pay- 
ment causes a heavy drain on the Tieasury 
Balances in India In fact, it is not possible to 
sell Council Bills for payment out of the Treasury 
Balances beyond the Secretary of State’s require- 
ments for his normal expenditure in England, 

3a 
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except to quite a limited extent There ore three 
ways, however, in which the Government of India 
may he provided with additional funds for the nay- 
ment of Council Bills drawn upon them. The first 
and most obvious is by buying silver in London with 
the money which the Sccrefarv of State lias at his 
disposal as the result of previous sales of Council 
Bills This silver is shipped to India and there 
corned into rupees in the Mints of Bombay and 
Calcutta The second method is to increase the 
paper currency circulation in India, Government 
paying the Council Bills by simply issuing currency 
notes. This is only possible, however, according 
to the Indian Papei Currency Law, by increasing 
the Paper Currency Reserve to the same extent as 
the cuculation Hence Government could not avail 
itself of this means of meeting the extra Council 
Bills until it had obtained sanction for increasing the 
invested portion of the Paper Currency Reserve 
which might be held m securities in London. This 
permission Government obtained by an Ordinance 
in January, 1916, which was confirmed by Act IX 
of 1916 of the Indian Legislative Council. The 
third method by which Government could obtain 
funds m India with which to pay the Council Bills 
was by borrowing in India from whatever source 
money could be raised Government borrowed 
from the Presidency Banks from time to tune ; but * 
it was not until the great War Loans of 1917 and 
1918 that considerable funds were placed at the dis 
poeal of Government hy this method. In 1916, 
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therefore, Government liad to rely mainly npon the 
first two methods. It purchased enormons quanti- 
ties of silver — so far as it could purchase without 
seriously raising the price : also neaily 27 crores 
worth of currency notes were issued against an in- 
crease by a similar amount of the invested portion 
of the Reserve held in England. 

Finance of Indian Army Abroad’ 

These resources, however, weie quite insufficient 
to meet the growing demand for the finance of ex- 
ports from India, because Government had also to 
finance on a largo scale what, from the economic 
point of view, must he called an “ invisible export.” 
I lefer to the expenses of maintaining the Indian 
Army solving abroad. It will he remembered that 
the arrangement made with the British Government 
was that the latter should pay the whole cost of 
employ mg Indian troops on foreign service, and 
all Indian military expendituie resultmg therefiom 
in excess of what the Indian Army would have 
cost if it had not been employed m the War The 
expenditure incurred by the Indian Government 
which the Biitish Government had therefore to 
reimburse was on a very large scale ; and the diffi- 
culty was that the British Government, having no 
funds out here, refunded the money by paying it 
. to the Secretary of State in London The Govern- 
ment of India, therefore, was paying out enormous 
sums in India for the training of recruits, employ- 
ment of labour, purchase of food, fodder, and all 
binds of munitions and equipment, for railway 
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transportation, awl for cimrtcrm,; s .town 

Much or tl,o importoil awl ™vly-umm,l «Hor, an 
much of Ilia enlarged ,-aie ot rnnewy " 

to be used to finance the^e f xponhtes Jm mini 
held bj the Sccielaij of Stab* in London, guw eor- 
l pspondinglv huge. It is instruct ho to wt *■*«« ] *3T 
side the figines of the monies received bv the h«*e- 
retaiy of State foi the sales «r Council Bills mat 
for refunds ol wav expenditure for n number of 


ft fVrovU V‘ ri' K >'!j( 4 * 

1WW ft a V, e v 

In t1«rt'**WM , « ,n 



of £ t 

ti a* v il« 
c f £* 

1013-14 

31,201 

\'il 

191 f- 15 

7,7th 

8,090 

1*113-10 

20,355 

1 1-,231 

1910-17 

32,998 

33,l f )*, 

191 7-1 S 

34 881 

01,991 

1918-10 

20.940 

82 8SU 

1919- 5 0 

31.220 

58,230 

1920-21 

AV 

52,073 


It will ho seen that the net receipts from the Bri- 
tish Government on account of "War transactions 
giew lapidlv until tliov largely exceeded the re- 
ceipts from the sale of Council Bills. Thus it will 
be undei stood bow the necessity of financing this 
war expenditure led to a great difficulty in provid- 
ing funds for the ordinary export hade of private 
firms 


Coktrol or Exchange 

This difficulty of piovidmg funds to finance ex- 
ports produced important results affecting Indian 
.trade, which aie of great economic intei est Be- 
fpro hie War, when the demand for Council Bills 
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became strong tlie Secretary of ,State bad simply to 
put Ins minimum selling rate up to gold point 
(which used to be Is. 4|d ) ; and it then became 
cheaper for most of the Exchange Banks to buy 
gold in London and ship it to India. During the 
war, however, the British Government practically 
prohibited the export of gold and none could be 
obtained for export to India This did not matter 
much, however, until v the end of 1916, as the Sec- 
retary of State had been able to maintain his usual 
practice of selling Councils to meet the full require- 
ments of the buyers in London 

The situation which developed cannot be better 
described than in the words of the Committee on 
Indian Exchange and Currency (1919).*’ “ During 
November (1916) the amount of the weekly sales 
increased rapidly, and in the first fortnight of De- 
cember they exceeded £5,000,000. The rupee hold- 
ing in the Paper Currency Reserve had then fallen 
to 14 crores, and though there Was silver awaitmg 
coinage and the Secretary of State had made large 
purchases, it was evident that the continuance of 
sales on this scale would endanger the convertibi- 
lity of the note issue. To avoid this danger the 
Council Drafts sold by the Secretary of State weio 
limited from 20th December, 1916, the weekly 
amount, which varied between 120 lakhs and 30 
lakhs, bemg fixed from time to time mainly on a 
consideration of the rupee resources of the Govern- 
ment of India. The limitation of the amount of 


•Report, pages 9-10. 
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Council Dm Ha at a time when Dm demand for m- 
mittnnee to India was exceptionally strong ftfd no 
adequate alternative method of remittance wn* 
available led to a divergence between the market 
rate of exchange and the rate at which the draftP 
w r eic sold. It also became evident that the remit- 
tance available might be insufficient to finance the* 
whole of the Indian export trade, and it was 
essential that the exports required for war pur- 
poses should not be impeded It was found neces- 
sary, therefore, to introduce ceitain measures of 
control. ‘From 3rd January, 11)17, Council Drafts 
were sold at a fixed talc, which at the outset was 
Is i\d for immediate telegraphic transfers, and 
the sale was confined to banks and firms on the 
‘Appioved List’, which included the chief ex- 
change banlcs and a few large pm chasers of drafts. 
A little later these banks and films were inquired 
to do business with third parlies at prescribed rate 1 ? 
and to apply their resources primarily to financing 
the expoit of articles of importance to the Allies 
for the purpose of carrying on the war, a list of 
which was dinwn up by the Secretary of State, 
An appeal was at the same time addressed to other 
firms engaged m Indian trade to conduct their re- 
mittance transactions thiongli the exchange hanks.” 

If tins arrangement had not been made, exchange 
would necessarily have risen above Is c]<? ; and m 
fact whilst the negotiations with the hanks were in 
piogiess, m Jammy, 1917, exchange did use to 
1$, 5th for a few days. 
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The result of the scheme of Government control 
was to provide exporting merchants with means of 
financing the export of all goods of national import- 
ance. As regards other goods, exporters had little 
opportunity of discounting their hills unless they 
could provide “ cover ” By this is meant the pro- 
vision of business for the exchange bant in the 
reverse direction For example, in ordinary times 
a merchant in India who had just put on board ship 
goods of the value of, say, Rs 12,000 would take 
the bill which he had drawn on the English buyer 
for this sum to an Exchange bank which would dis- 
count it. During the control period, however, if 
the goods shipped were not certified as being of 
national importance, the bank would lefuse to cash 
his bill unless he was able, at about the same date, 
to remit money to England. If, for instance, he re- 
quired to remit Rs 11,000 to England and went to 
the bank with this order at the same time that he 
took his bill to discount, the bank would readily buy 
Ins bill because the drawer was himself providing 
the greater part of the funds required m India for 
discounting it If the banks had refused to do busi- 
ness even when a man could provide (C cover ” for 
nearly the whole value of the bill he wished to dis- 
count, the result would have been simply that people 
would have avoided using the Exchange Banks, 
and would have settled their exchange transactions 
between themselves, or by means of private brokers, 
as was done before exchange banks existed. 

Owing to the' rise of prices m the belligerent 
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countries being much greater than in India, it was 
very profitable, however, to export goods not of 
national impoitance , and consequently merchants 
tiiod every conceivable means of financing such 
expoits There aiose a market m u cover !J , and 
expoiteis leadily paid 3 to 5 per cent, and some- 
times even up to 10 per cent, to anyone who could 
provide them with “ cover ” Speculation by buy- 
ing covei “ forward,” that is thice to six months in 
advance, was a later development when exchange 
became unstable from 1918 onwards 


The Absorption of Silvlb 


We must now seek to understand what was hap- 
pening in regard to silver : why the Indian demand 
for corned silver rupees was so enoimous, and why 
the puce of silver rose, and what effect Ibis had on 
exchange The following figures show the nuniboi 
of whole rupees corned m the mints of India dining 
each year , — 


icnr 

1912 

1913 

1914 

1915 

1916 

1917 

1918 

1919 
1920 s 
1921 s 


12,25 

16,20 

4,84 

1,53 

21,29 

26,66 

41,19 

42,76 

10,89 

1,15 




Ihe amounts corned fox Native States Lax c 
the figures as published in Statement IX of the JRevort nf « 
Controller of Currency for the year 1920-21 * ° f ** 

x Coinage was stopped m July - 
- Recomnge of old hght-weight n.pees only 
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It is obvious at once that an enormous absorp- 
tion of rupees commenced in 1916. The coinage 
in the next year was even heaviei, and constituted 
indeed a record, being greater than that of the ex- 
ceptional year 1916 In 1918, however, the absorp- 
tion became absolutely unprecedented, and the vast 
total of well over 4,000 lakhs of rupees was coined. 
In 1919, so far from the demand slackening off, 
there was even a further increase and a new re- 
cord created, which it is to be hoped may not again 
be surpassed until many years hence Indeed, it 
may be hoped, that as the people become pro- 
gressively more and more accustomed to the use of 
currency notes, and gold comes perhaps actively into 
circulation, the demand for silver corns may ne'ver 
again become so great In 1920, the demand for 
rupees slackened off under circumstances which will 
be explained in the next chapter. 

The question with which we are now concerned is 
the sudden awakening of this huge demand for sil- 
ver, and the course of the world’s price of silver 
during the later yeais of the War. As will be ex- 
plained more fully m a later chapter, the enormous 
absorption of mpees which began in 1917 is to be 
accounted for by the fact that prices m general 
were lising, as well as by the activity of the export 
trade and the extensive Government pui chases for 
the Army. The prices which were paid for raw 
products exported from India were constantly 
rising, because prices in the eountnes at war were 
rising rapidly and they could afford to pay higher 

2d 
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prices to Mo. When the exporting merchants 
obtained higher puces, they gradually, by competi- 
tiou amongst themselves, raised the prices which 
were paid to tlie actual cultivators for their cotton, 
to the chamars who collected the hides, and the 
junglewallahs who collected forest products- Gov- 
ernment was also paying the hitherto unprecedent- 
ed wage late of one rupee per day for unskilled 
labour. All these people were receiving more 
money than they had evei before handled — consi- 
derably more than they needed for their actual 
subsistence, because the price of food grains had 
not risen much m 1916 and 1917 The cultivators 
and labourers all insisted on having payment in 
silver rupees because they were not accustomed to 
currency notes, nor could these latter, they thought, 
be kept safely by burying underground. Conse- 
quently, many crores of silver rupees which were 
thus paid out to cultivators and laboureis in all 
parts of India lemamed m then hands 
In normal times nearly all of the money thus 
paid out comes back to the hanks and Government 


treasuries because the x>eople have to spend the 
greater part of their earnings on pm chasing food 
and all the miscellaneous requnements of life, such 
as clothing, oil, iron and hi ass utensils and so forth. 
But in 1916 and 1917 the prices -of all kinds of cot- 
ton and woollen cloths were rising rapidly, and the 
price of iron and brass had also risen People can 
it necessary make then clothes last longer than 
usual, and they can avoid buying brass lotas and 
dishes People made up their minds that prices 
eie too high, that they were being cheated by the 
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banias, and they decided to do without tilings rather 
than pay exorbitant prices. Probably most people 
expected that prices would go down as soon as 
the war was ovei, and decided to wait till then. The 
result was that they kept their money and the 
rupees did not flow back to the Government trea- 
suries. This was the reason why Government had 
to make such large purchases of silver in foreign 
countries. The same kind of thing was happen- 
ing also in other countries. Everywhere a great 
demand for silver was caused by the rise in prices, 
but unfortunately just at this very time the supply 
of silver which comes fiom mines in various paits 
of the world became much less than usual This 
was mainly owing to the fact that the revolutions 
in Mexico were creating such disturbances that 
many mines were closed ; also m 1915 and 1916 the 
Mexican mines had difficulties in obtaining the 
cyanide used m recovering the silver. 

The following figures show the quantity of sil- 
ver min ed in different parts of the world each 
year : — 

Production of Silver from Mines. 


(in fine ounces, 000’s omitted) 


Tear. 

Canada 

USA. 

Mexico 

Best of 
W. rid. 

Total of 
World 

1910 

32,869 

57 ,599 

71,372 

57,249 

219,089 

1911 

.. 32,559 

61,109 

79,033 

57,683 

230,384 

233,060 

1912 

. 31,956 

66,041 

74,640 

60,423 

1913 

. 31,806 

71,200 

70,704 

57,966 

231,670 

1914 

28,449 

69,634 

27,547 

50,418 

176,048 

1915 

.. 26,626 

72,369 

39,570 

47,180 

185,745 

191G 

.. 25,460 

78,875 

22,838 

48,283 

175,456 

1917 

.. 22,221 

70,666 

31,214 

50,949 

176)050 
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This falling off of the worlds total pi orlnr li«w at 
the same time tlmt Kuropc w«a emrngal in v.nr wtm 
vciy soon followed by the increase of demand above 
mentioned , and the nntinnl insult of th*« on- tm 
nicioase of the price of silver In 1016, the prie f - 
began to rise, and in 1917 it rose moi ( rnpidlv nnf d 
in August, 1017, ilic pi ice of silver in T/mdon wn v 
46d per ounce, and in Septi mber it went higher. 
When the rupee Mas valued at 3 C 44, tin* rilycr in 
the rupee hecame equal m value to thi** nominal 
value (Is 4d ), when the price of silver reached 434. 
per ounce In other woidfi, as soon ns the price of 
silver exceeded 43d per ounce, the rupee became 
woitli more ns bullion than or representing the 
fifteenth pait of £1. When the price oi silver 
reached 55d per ounce, as it did on one day in 
September, 1917, the rupee was actually worth Is. 
8jd as bullion. 

Let ns see wliat were the insults of this Ob- 
viously it would have been very profitable to export 
rupees For example, any Indian merchant could 
collect, say, Its 10,000 m silver, put these on board 
ship properly packed, and sell the rupees m London 
as silver bullion, where at the price of 1$ Sid ho 
would realise £854-3-4 Now with this money he 
would buy a bill on India at the late of Is. 4jd 
which was the rate of exchange then prevailing* 
and by cashing this bill in India ho would draw 
Bs. 12,615-5-0, and he would thus have made a piofifc 
of Bs 2,615-o-0, less the cost of packing, ficmht 
msuiance, etc , which might he about Bs 250. ** ? 
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Early in September, 1917, .Government therefore 
prohibited the export of silver com and bullion 
from India ; and it prohibited nnpoit by private 
persons also, so as to facilitate the purchase of silver 
by Government for coinage purposes The rise m 
the puce of silvei had also made it more profitable 
to melt up lupees than to purchase silver bars, and 
tins led Government to piolnbit the m'eltmg of sil- 
vei mid gold com The most important result, 
however, of the use of the price of silver was that 
Government was foiced to raise the rate of ex- 
change on London Ilad the exchange remained 
at Is 4 ; j d , much silver would probably have been 
smuggled out of the countiy in spite of the prohi- 
bition , but a still more seiious difficulty would 
have been the loss which the Government would 
have incurred in having to buy silver at an aver- 
age cost of, say Is 6d for the rupee, whereas when 
that rupee was sent to India and paid out there it 
was only worth Is. M to Government In August, 
1917, therefore, the rate of exchange was raised to 
Is 5 d., at which figure it remained until the follow- 
ing April. 

The Silver Crisis and the Pttman Aot 
Meanwhile the Government of India was seeking 
some new source for the supply of silver. The 
Secretary of State had purchased so heavily during 
1916 and 1917 that the Indian demand had largely 
contributed to the rise of the price of silver It 
was obvious that a continuance of buying m the 
open market would simply mean that Government 
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■was raising the price against itself. Knowing 
that the Government of the United States had in 
its treasury an enormous reserve of silver dollars, 
accumulated from the silver pui chased under the 
Sherman Act of 3890,° the Government of India 
approached the United States to sell some of this 
laige reserve They were able to point out that 
the balance of trade between India and the United 
States was strongly m favour of India and that with 
the stuctlv limited resources available foi financing 
exports fiom India it would be convenient to have the 
balance settled by the shipment of gold or silver. 
The United States came to the assistance of India in 
a most liberal manner The so called Pittman Act 
was for this purpose passed through Congress m 
April, 1918, and it gave the American Government 
powei to sell the silver m the reserve to a total 
amount of 350 million dollais, worth over 100 crores 
of rupees The Government of India purchased out 
of this 200 ounces of pure silver at 101-} cents per 
ounce fine The silver m the Indian Paper Currency 
Reserve which m the summer of 1917 stood at over 
28 crores had fallen rapidly during the cold weather 
of 1917-18, until at the end of March, 1918, it had 
fallen to less than 11 crores, including silver bullion 
under comage The position then became rapidly 
more serious A crisis developed m Bombay, and a 
run on the Currency Office began which very soon 
spread elsewhere The events cannot be better 
described than m the words of Mr Gubbav. then 

*$ee pages 126 jmd 181 ' ~ " 1 
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Controller of Currency/ u The storm centre was 
in Bombay On the re-opening of the Currency 
Office in April after the Easter holidays the silver 
balance at Bombay stood at 130 lakhs. Within three 
days this balance was reduced to 19 lakhs and it was 
clear that a crisis was imminent. It was staved off 
solely by the magnificent co-operation of the Mints 
and by the lapid transfer to that office of such 
surplus rupees as could be made available from 
Bengal and Central Provinces. Within six days 
no fewer than 187 lakhs were despatched from 
these areas to Bombay, while special measures were 
adopted at the Bombay Mint to accelerate the deli- 
veries by dispensing with formalities Simul- 
taneously, however, difficulties arose m Madras and 
Rangoon The former Currency Office closed on 
the 12th April with a balance of 1 lakh of silver 
after having issued 4 lakhs worth of sovereigns. 
In Rangoon actually on the same date one tenderer 
was refused silver. At both these places the situa- 
tion was saved by the closing of offices on account 
of local holidays which rendered it possible to col- 
lect for issue thereat rupees lying at Treasuries and 
sub-Tieasunes At Calcutta, however, there was 
fortunately no trace of any abnormal develop- 
ments.” 

This exceptional demand for silver was doubtless 
due to the requirements of those engaged in financ- 
ing the cotton crop The merchants came personal- 
ly long distances fiom small moffussil towns to 


•See hia Report for 1918-19, page 19. 
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Bombay mill thousands of rupees avoi tli of cur- 
rency notes, and waited fiom opening till closing 
time day after day m the crowd struggling to get 
into the Currency Office Rumours that silvei was 
running short got abroad, and this brought a large 
number of peisons tendenng comparatively small 
amounts of notes The pnblie excitement m Bom- 
bay was relieved by the issue of a communique on 
15th April referring to an Ordinance just promul- 
gated which made it possible for silver purchased 
in Am erica and in transit therefiom to be included 
as bullion in the Papei Cuneney Reserve Pour 
days later it was definitely announced that legis- 
lation had been introduced m America to permit 


tbe purchase by India of part of tbe American Sil- 
ver Reserve Prom this date tbe panic demand 
for rupees which had "begun to develop dis- 
appeared , but there lemamed a steady continuous 
drain on the silver in the Reserve. There was 
much relief, therefore, when it was announced that 
the Pittman Act had been passed and that laige 
quantities of silvei would reach India within three 


or four months The dram on the Cuneney Re- 
serve continued and the silver coin m India, in- 


cluding silvei bullion nndei comage, had fallen to 
5 croxes and 90 lakhs by the end of May The 
lowest point reached was a week later when little 
moie than 4 crores remained Thereafter the 
arrivals and comage of silver began to overtake 
the demand, and the silvei portion of the Reserve 
slowly increased It may seem that the amount 
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of 4 crores 14 lakhs which was the lowest actually 
touched was still large , hut it must he remem- 
beied that the active circulation, that is to say, the 
total notes outside Government treasuries and head 
offices of Presidency Banks, amounted to over 90 
crores, and that the four ciores of actual silver 
com m the Currency Eeserve was scattered about 
in various Cuirency offices and currency chests ;* 
so that whilst m some cucles there was still enough 
silver to meet the demand for the encashment of 
notes, in others there was a serious deficiency. This 
necessitated restrictions on the encashment of notes, 
only very limited amounts being convertible at one 
time. Xn some paits of India, therefore, and parti- 
cularly in the cotton-growing districts of Berar, 
Khandesh and Gujarat, notes fell temporarily to 
a considerable discount, from 3 to 5 per cent being 
1 common, whilst figures such as 10 and 15 per cent 
were reported here and theie 


s Spc Chaptei XU, page 163 




CHAPTER XIV 
AFTER THE AVAR 

, In tlic last cliapter we followed the changes in 
the Indian cinieney and exchange which took place 
during tlio wai AVc saw that tlie great demand 
for India’s cxpoiis, and the military expenditure, 
leddo a great issue ot rupees to the public, and that 
owing to tlie very high places of manufactured 
articles these rupees did not go hack to the Govern- 
ment treasuries m the noimal manner, hut remained 
in the hands of the cultivators and labourers For 
tins leason the Government of India had to pur- 
chase onoimous quantities of silver m England and 
Amcnca, and the late of coinage of mpees at the 
Indian mints became far gicatei than was ever 
known befoie As a lesull of the shortage of the 
woild’s production of silvei, followed hv a gieat 
demand horn many count lies, the pi ice ot si hoi 
rose considoi abh , and tins necessitated the laisnig 
of exchange, until at the time of tlie Armistice 
(November, 1918) it stood at Is 6 d 
The three ycais which have elapsed since the end 
of the fighting have been an eventful time in the 
history of Indian cuuency and exchange The 
conclusion of the Armistice did not bung any sud- 
den change m economic conditions In all the 
belligerent countnes governments weie still spend- 
ing on a huge scale Horn bon owed moneys ; the 



AFTER THE WAR 211 

inflation of tlie circulation continued, and so did 
the use of prices Foi various reasons the ex- 
changes between the principal countries of the 
world fell into a condition more chaotic than they 
had been at any tune during the war after the first 
shock m 1914 So, if India has had her embarrass- 
ments in exchange since the war, she has only 
suffered m common with every other civilized 
country. 

If we examine the history of the Indian exchange 
duiing the past three years (November, 1918), till 
October, 1921, we find that it can be divided into 
three periods m accordance with the predominat- 
ing factor m detei mining the rate of exchange at 
the' tune, one of these peiiods being vciy brief In 
the fiist period the puce of silvci was still the pie- 
dommant featuie of the situation , m the second 
penod the piincipal factois weie the new policy 
adopted as a result of the Repoit of the Committee 
on Exchange and Currency published early ui 
February, 1920, and the depieciation of sterling 
money in relation to gold , whilst m the third period 
the predominating factor has been, and at the time 
of writing still is, the adverse trade balance. The 
first of these tin ee periods will be considered m this 
chaptei, and the other two m the next chapter. 

In the first period, at the conclusion of the 
Armistice, the tiade balance was still highly favour- 
able to India The huge wai demand for Indian 
grown pioducts continued for a few weeks ,* and as 
this died down afterwaids through the cancellation 
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of Army eontinels, an pvt si guat-r d< mniKl for raw 
product arose for vnuoiu purples Mnnsnw 
turcrs jn IGurope and pnitieularly in America had 
to moot a huge demand for upWidiim.' rt<»rV« ft? 
the mnmtfaetui od nowls nf pun ° time, nml to 
mnmifactuie those ihe\ had t«» u pt* uuh tVn 
depleted stocks of raw material 'they v » rr vud 
ing to pay fanc\ puces for Indian cotton.. ht<V~, lac 
and many other pioducts On the other hand, It 
was still pi acti call v impossible to obtain imports 
of the various desuipttons which India needed ; 
consequently there was far more to he paid for the 
evpoits than we had to pay f«u our imports and the 
balance of Uade was \tuy favourable. This meant 
a keen demand ioi Councils , hut the supply wa*- 
limited because the Bntish Llovmnment mas still 
mamtauuug a huge Indian Aimy m foreign parts 
and lefunding the cost to the Secret at y of State 
in London 

India therefore was m a position to absorb the 
enormons quantities of silver now aiming from 
America as a result of the purchase made under 
the Pittman Act Trade was brisk in India and 
prices weic rising The silvei position caused no 
further anxiety as regaids the convertibility of the 
notes, because the quantities ar living, which were 
coined by tlio piodigious often ts of the mints, 
were more than sufficient to meet the continued 
absorption by the public 
It was the using puce of silvoi which became 
the disturbing factor Fiom November, 191S, nnul 
May of tlio following van 1 lie piie c of silver 10 - 
mamed fauly constant m London at about 4Sd. per 
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ounce Thereafter it commenced rising’, and reach- 
ed 55 \d. in July, 61d m August and 64cZ m Septem- 
bei, 1910 In October it touched 66^ ; m Decem- 
bei 79-Jd. The reasons for this extraordinary rise 
cannot be fully discussed here. Doubtless the mam 
causes were the re-awakemng of the industrial de- 
mand foi the manufacture of jewellery and ai tides 
of all kinds in the belligerent countries, the conti- 
nued absorption of silver for currency in China and 
other countries owing to the rising prices, and 
furthermore, as regards the price in England, the 
depreciation of steilmg* money, the effect of which 
is explained later m tins chapter. The result of 
the rise of the price of silver was the raising of 
exchange by successive steps This was necessary 
m ordei to protect the Indian silvei currency, and to 
avoid loss in pui chasing silver for comage, as ex- 
plained at the end of the last chapter (see page 205). 
The following table shows the dates upon which 
the rate of exchange was raised, and the price of 
silver in London on the same dates. The figures 
given in the middle column are the minimum rates 
at which the Secretary of State offered for sale 
immediate Telegiaplnc Transfers, that is to say, 
the telegraphic form of Council Bills. 

Rato of 
exchange. 

£ s d 
0 1 G 
n 1 8 
0 1 30 
0 2 0 
0 2 2 
0 2 4 


Price of silver 
m London 


d 
46 * 
553 
58 j 

n0 

n 

78 * 


Date of Change 


12th Apnl 3018 
13th Mny 1919 
3 2th August 1019 
15th Septemhei 1019 
22nd November 1910 
l2ih December 1910 
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Thoro is nothing v. oi p? 1 fm fmvign trad*' iWn fi 
fluctuating into of exchange, ns lhK provides many 
nsks and wicei taint K*h v-nicit Isnv** to ho faced by 
the merchant. The Indian export* i m m mth a -Us 


goods foi o' poll m f ei in * of foi * km mom*-~ 
pounds stealing 01 dolhti 4 ™'iind, v’h*m tfn yvntis 
ha\c been pul on board ship, and h" 1 ak< - th * 4 bid 
which he has thaw n to an exchange h'‘:d‘ fo d ,ur, mnd, 


the rate of exchange pres ailing at tV nrumtit k 
of vital import mice to htnu If exchange has rkon 
since he made Ins bargain, ho v, ill go? fev or rnju e*, 
foi Ins pounds oi dollars ihan ho \ t -U:anio<], and , * dt 
theichv suffei a lo'-s U is turn that, ns p‘tnrd« 
single transactions the mete hunt <mi piokct hue- 
self to a gioat extud h\ hu> mg “ e«>ror ff b‘ fore- 
hand fiom an Exchange Ban] , oi biuhai ; but he has 
to pay something lot tins The mo t stuimm i r-h, 
against xvliicli no pioMsiou is possible, arisi a ftr-iu 
the fact that mans tiansactions hecome eltogxther 
unprofitable •with a use or tall of exchange, so th tl 
the noimal course of the men chant *s business js mter- 
mpted ol nmde highly speculates e Foi example, 
when exchange falls, goods imported from England 
oi America willcost more in .rupees in India, assum- 
ing the price abioad lemains the same An importer 
of piece-goods, oi othei commodities, must place his 
orders months beforehand if lie is to he sure of nnv 
stock to do business with Suppose lie lias piJ{ 
leceived and paid foi large stocks and exchange 
uses His competitois will obtain supplies paid 
loi at a higher exchange rate, which is equivalent 
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to a lower price, and they will be able easily to under- 
sell bun On the otliei hand if he has allowed his 
stocks to rnn low, and when he receives his new 
consignments from abroad exchange has just fallen, 
that is equivalent to a i iso of price, and he finds his 
competitois still selling large stocks paid for when 
exchange was higher. 

Sunilailv, the expoitei finds that even at his 
lowest prices foreign buyers tend to hold off alto- 
gethei when exchange rises high , so that the volume 
of demand for the exporteis’ 1 goods fluctuates 
violently noth the rate of exchange Yet the ex- 
porter is obliged to make coimnitments m advance 
m the way of buying his cotton, wheat, oil seeds, 
hides or other commodities seveial months before 
the actual time of shipping The fact is that as a 
result of a fluctuating exchange many losses arc 
mcuned m foicign sales and pm chases which would 
otliei wise have been piofitable , and the knowledge 
of this usk causes mei chants to abandon all trans- 
actions, except those appearing likely to yield a 
huge maigin of pioflt In nonnal tunes with a 
stable exchange a considerable pait of the total 
foieign trade is earned on with a comparatively 
small margin of jpiofit , consequently an unstable 
exchange do sir oy s _much trade. It will be easily 
understood, theiefore, how important if is for the 
benofit of the country’s trade to secure by some 
means the advantage of a stable exchange, such as 
India did, m fact, enjoy fiom 1898 till 1917. 

Having these considerations in view, and becauso 
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a new set of conditions had arisen with silver 
prices so high, Government felt that it was desir- 
able to have the position of the Indian exchange 
and currency system reviewed by a body of expert 
opmion In May, 1919, therefore, a Committee was 
appointed of which Sir Henry Babington-Smitli 
was Chan mail, consisting of several gentlemen 
having gieat experience of business and finance, to 
report as to any permanent changes which should 
he made m the Indian currency system The Bc- 
port of the “ Committee on Indian Exchange and 
Currency, 1919 ” as it was called, will be described 
latei m this chapter It is necessary fn st to notice 
a new factoi m the cunency and exchange situation 
which developed m the summer of 1919 

Depreciation of English sterling money 

This new tactor was the depreciation of English 
steilnig money with lefeience to gold Bv “sterling 
money” is to he understood the English paper 
ciuienm, consisting of tieasmy notes and haul: 
notes, clneih those of the Bank of England, and all 
hank deposits and commeicial doucumonts, conveit- 
ible on demand into legal tender money The 
Tieasuiy and Bank of England notes, being unli- 
mited legal tender and being obtainable m any 
desued quantities, form the actual cunency of the 
country , and the Bank deposits represent these 
notes Before the war Bank of England notes were 
always convertible into ..gold at par, and all banks 
weie undci legal obligation to pay cheques with 
sovereigns, if demanded. At that tune, theiefore 
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English sterling money and gold meant the same 
thing The great rise of prices ip. England and the 
need of munitions from America tended strongly to 
drive English gold abroad, and much actually left 
the country during the war At the same time that 
the paper currency circulation and bank deposits 
were greatly increasing, the stock of metallic money 
in the country was becoming propoitionately much 
smaller Therefore it became necessary for Govern- 
ment to control dealings m gold. The melting of 
sovereigns was most strictly forbidden and penalised, 
and export of gold from the country was made 
practically impossible by refusal to insure gold 
except when shipped for purposes of national 
necessity for^ securing imports The banks in 
England at the same time co-operated with the 
Government to prevent sovereigns rising to a pre*- 
mium above paper money 

The essential part of this pohcy of control was 
the fixation of the rate of exchange between London 
and New York * The par of exchange is $4 87 to 
£1 ; and before the war the outward gold point 
from England was $4 82 During the war the cost 
of shipping gold greatly increased owing to the rise 
•of freight rates and the high charges for insurance 
Consequently the outward gold point fell to about 
$4 76^f The British Government arranged with 

* The rate of exchange between London and New York is spoken of 
in India as the "American Cross-rate,” 01 ns the “New York Cross- 
rate ” A “ cross-rate " is the rate of exchange between any two places 
outside one’s own country. 

f In other woids the cost of the dollar lose fiom 4r, ljd, to 4#. 2$d. 
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the American Government to fix, or “peg” the 
exchange appi oxnnntely at this figure * Doing this 
invoked big loan transactions between the two 
Governments and the co-opcrntion of the big hanks 
It is obvious that such manipulation and control 
of the exchange could not he continued indefinitely 
after the end of the war, for io have done so would 
have involved one or hoih the Governments in heavy 
financial commitments. Government support of 
the exchange was withdrawn, therefore, in March, 
1919 , and since that date the London-New York 
exchange lias moved freely in accordance with the 
conditions of the supply and demand fm remit- 
tance m both dn eel ions The dominating factor 

has been the heavy balance of trade against Eng- 
land, which means that if enormous quantities of 
gold had been available in England, these would 
have been shipped to America ; and this would 
have kept the exchange from falling below $4 76 
If England had sent all the gold in her central 
reserve— -the Bank of England, probably it would 
not have sufficed to keep the exchange up to the 
gold export point , and as gold was not available 
for export, people wishing to remit to the United 
States competed against one another to buy dol- 
lars, until the pi ice of tile dollar lose considerably 
Tii other words the mte of exchange (the number 
of dollars obtainable for £1) fell heavily In 

August, 1919, it stood at $4 20 and bv December 
23rd had fallen to $3 8 3 ' mt)er 

•The actual figure was $ 4 . 78 ^ ’ ~~ 



ABTER‘‘ tHE >WAIt 23,9 

Soon after the London-New York exchange was 
“ ^unpegged,” the British Government allowed a 
f tee marketv in gold to be re-established in London 
for dealing with snch supplies as might be import- 
ed into England. The price of gold m London rose 
therefore to the same extent as the London-New 
York exchange -fell ; for, obviously, until the price 
of gold had so risen it would be profitable to buy 
gold m open market in London and ship it to New 
York, and this was done m limited quantities It 
is easy to determine what the price of gold would 
be m London at any time by the following equation, 
in which the figure 77s 10 is the “ min t. ” price 
of gold in England — in other words, the number of 
sovereigns which are coined from one ounce troy 
(480 grams) of standaid gold * — 

Price of gold m London = X {77s 10£tf) ■= 99* Oif? 

In reality the price of gold will be a shilling or y 
two above or belo'w the figure calculated above, 
according to whether the state of demand for gold 
in London is such as to lead to its being either 
imported from America, thus adding the cost of 
trahspoit to the price, or expoited to America, the 
cost of transport being thus subtracted from the 
price Anticipation of the probable rise or fall of^ 
the New York cross-rate also has an effect on the’ 
price of gold in London : as in the summer of v 
1920 when it stood considerably above the parity 
determined by the exchange equation as above, 
owing to the anticipation, which proved correct, 
that exchange would fall m the early autumm 
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It maj 1)0 Added thaf a fimilnr equation £orbrfi3 
(he prices of nil commodities in England winch can 
be impelled from Ammten, or ir purled tlmrcio# at 
a compare! Lveh small cud in freight chargci-a f)* 
special interest m Ihm oomwrtmn is On. prW of 
silvci m London rilod of the t il\ f ? sold in J/mden 
comes from America fineludmc Canada. Mewt 
and South America, whose rnte^ of r xthangc do 
not differ gTeatlv from the New York ratrL dim 
price of bai silver as usually quoted in Loudon is 
the pried in sterling mono}, not in gold House - 
quently the piice of siher in London is governed 
by the above equation of exchange : and as the 
New York cross-rale falls so does the price of mIvoi 
in London rise 

Report op Exchange and Cwumncr ('tram.'} ' 

The terms of reference to the Cominitlec dh acted 
them to moke recommendations with a view ** to 


ensuring a stable gold exchange standard.” The 
Committee were thus precluded from considering 
*E\eiyone wishing to slndj the owdenee submitted to V <■ 


Committee along xvith their Report should obtain tho following 
four volumes (I) Tho “Report of the Committee’ , (IT) 
“Minutes of Evidence,” which consists of tho verbatim short- 


hand notes of questions and answers of witnesses ; (III) “Ap- 
pendices” which prints the written memoranda Fubmilft-d bv 
the various witnesses, including tho Government of India, and 
tables of staUshcs, aud (IV) the “Index ’ to Volume; II mrt 
IH, which is a great convenience foi the purpose of Iraeiu" the 
statements in cadence and memoranda on any particular'^,,!,- 

S Tkc ? ™ tacs « «"*»* <0 H* M&U B, “u 0 1 

O&ce in London, and the reference numbers are fw « ~ 
628, 629 and 630 respectively Cmd 
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the question of returning to a single silver standard, 
or introducing a bi-metallic standard , but they 
commenced their report by stating that no useful 
end would have been served if their reference had 
permitted the consideration of these alternatives. 
There follows nest in the report a brief descrip- 
tion of the position of the Indian currency and ex- 
change at the outbreak of the War, which serves as 
an introduction to a history of the principal changes 
and events relating to currency and exchange during 
the period of the war and subsequently. This is 
concluded by a summary of the position as it exist- 
ed at the time the Committee ended its sittings ; and 
the report then proceeds to the Committee’s conclu- 
sions and recommendations In the opinion of the 
Committee u the system built up since 1893 worked 
well, and was beneficial to India It supplied suit- 
able media for the internal circulation, provided 
means for the settlement of the balance of trade, 
and secured stability between the rupee and sterl- 
ing, which until recently was in practice synony- 
mous with gold It has proved effectual , in pre- 
venting the fall m value of the rupee below Is. 4 d., 
and unless there should be profound modifications 
in India’s position as an exporting country with a 
favourable trade balance, there was no reason to* 
apprehend any bieakdown in this respect.” 

“ But the system was not proof against a great 
rise in the value of silver. In framing it, this con- 
tingency had not been taken into account So little 
was it anticipated, that the system was not criticised 
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on this ground, so far as wo arc aware, by nnv of ill e 
witnesses who have appeared before the successive 
Committees and Commissions on Indian ennone^ 
But the unexpected has happened ” 

The Committee then proceeded to give their 
reasons foi attaching great importance to stability 
of exchange , but they were of opinion that the 
nrice of silver was unlikely to fall again to the low 
level at which it stood before the "War, at any rate 
foi many years, owing to the pi csent high cost of ■ 
o min ing, and the undertaking by the United States 
m terms of the Pittman Act to purchase silver mmed 
or refined in the United States at one dollar per 
ounce Even when the dollar-sterhng exchange 
should 1 etuni to par, silver at one dollar per ounce 
m the United States would involve the rupee being 
fixed at not less than 1$ Gd A puce of silvci coi- 
lesponding to one dollai per ounce might bo legaid- 
ed as tbe probable minimum , but it v, as moi e difficult 
! to fix a maximum It was, bowevei , probable that 
the puce could not rise for long above a level which 
would he sufficient to induce the public to melt up 
silvei corns of their countries or the Governments 


to convert their large reserves of silver corns into 
k gold Thus m the ease of the silver coins of the 
United States the bullion value becomes equal to 
Ibe nominal value at the equivalent of the price of 
59 W per ounce m London, and the l.uJdtoii value of 
TBnglisli silver corns equals their nominal value at 
G6d Consequently it ,s not likely that the price of 
silver could lemam foi a long period much above 
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66d per ounce. It may be noted, however, that this 
protection, so fai as the currencies of England and 
France are concerned, has disappeared, since the 
fineness of the English silver coins was reduced in 
1920 from 92 5 per cent to 50 per cent, and s imil ar 
action has been taken in France. The United 
States has, however, a large reserve of dollars, and 
these are still coined at their old standard of 
fineness. Consequently foi some years the price of 
silver seemed likely to be limited in its fluctuations 
between the minimum of 4Sd per ounce imposed by 
the American purchase law'*, and 60d (gold) per 
ounce imposed by the melting point of the dollar. 
The Committee pointed out that if the rupee ex- 
change were to be stabilised at 2s m terms of gold, 
the melting point of the rupee would be approxi- 
mately 63d per ounce ; and thus there would be 
reason for believing that the rupee could be estab- 
lished as' a token com at this late The currency 
system would, in fact, be pi oof agamst any pro- 
bable lise of the puce of silver 

It might be aigued, however, that although it was 
desirable on general grounds to fix a rate of ex- 
change as high as 2s m order to put the Indian cur- 
rency system on a footmg with the systems of 
Europe and Amenca as regards protection agamst 
a possible rise of the pnee of silver ; yet such a 
high level of exchange might be prejudicial to the 

*In spite of the apparently sound reasons above stated the puce of 
silver has nheady fallen muoh belov the minimum prescribed by the 
undertaking to purchase American mined or lehned silvei a hen tho price 
falls below one dollar per ounce The piesent price (Decembei, 1921)/ is 
about 35c? per ounce See also Table of Prices of Silver m Appendix I, 
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economic welfare of India Consequently the Com- 
mittee pioceeded to consider this question. -They 
had before them the statistics shoAvmg the rise of 
prices which toolc place during the fi\e years from 
1914 to 1919 — figuics which amII he found in a later, 
chaptei of tins hook* They pointed out the very 
serious effects Avhich the general rise of prices was 
having m India, and the great hardships caused to 
the millions of the poorer classes The wages of 
manual labourers, which are practically at subsist- 
ence level, bad been already to some extent re-ad- 
pisted , hut the re-adjustment of the icimmeration 
of the clerical and other fixed salaried employees 
would necessarily he a slow and painful process 
The 1 elation between the price level in the country 
and the rate of exchange is such, that prices out- 
side the country multiplied by the late of exchange 
will he equal to the piices within the country. Ob- 
viously, therefore, the high rate of oxchange which 
had already been achieved m 1919 was tending to 
check a furtliei rise of prices ; and if the exchange 
rate Avcre to he lowered again, a further consider- 
able use of puces m India must he expected It 
was also pointed' out that whilst a rismg exchange 
stimulates the impoit trade and tempoiarilv dam- 
ages .the^ export trade, the maintenance of exchange 
at a high level could not tend permanently to dam- 
age Indian trade or industrial development in 
Ma So long as exchange was kept stable at the 

l ngh level, prices and the cost of production in 

1 ~ * ■ . . . 

*gee especially, page 265 . 
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India would adjust themselves to the new level and 
trade would be as extensive and prosperous as 
before The reasons for this will be found in the 
last chapter of this book It was further pointed 
out that the cost of remitting the Home Charges, 
amounting to £25-millions, would be 37-} crores with 
exchange at Is. 4 d but only 25 crores if exchange 
were fixed at 2s. On the other hand, there would 
be a loss involved in re-valuing the gold held in 
the Paper Currency Reserve and the steilmg invest- 
ments held in London. “ If the whole of the reve- 
nue saved in respect of the Home Charges could be 
employed for the purpose of meeting this loss, it 
would be recouped in about three years There- 
after a considerable surplus revenue would re- 
main.”* This, however, was admittedly an argu- 
ment of no great weight m comparison with the 
broad question of the general level of prices and 
the prospenty of Indian industry and trade, which 
"merited, and did receive, the fullest consideration. 

The Co mm ittee proceeded to consider whether 
the rupee should be fixed in relation to gold or to 
sterling, and decided m favour of the former. The 
late Mr. Lucas, financial Secretary of the India 
Office, strongly advocated this course m his evi- 
dence befoie the Committee He was of opinion 
that the linking of the rupee with the depreciated 
sterling currency would be unjust to India, because, 
if steilmg depi eciated further, prices m India must 
use correspondin gly. The only alternative would 

* Report, paragraph 53, page 23. j 
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be again to niter Hie exchange vale, ihw entailing 
all the evils of mutability. Tn bis opinion lability 
of exchange was inmiedtahrly att;unnbl<' with all 
countries whose cnrn*nc\ was still on a gold basis, 
nnmelv, Ameiicn, Holland. Japan nod some of the 
British Colonies, at Is 10J. gold. Tim extent to 
which Ins anticipations ha\ e bem natizeil in the 
following eighteen months will appear bst<*r. 

The Committee adopted those Murgestioas, which 
weie supported bv otlui witnesses, but on the ~i\ 
basis They recommended that a .suitable relation 
should ho established with gold and not with sterl- 
ing, and that the gold equivalent of the rupee 
should he diffidently high to ghe assurance that the 
rupco in its pio^cnt weight and fineness would 
remain a token com 'With the exception of one 
membci, the Committee wore unanimous in recom- 
mending that the into for the establishment of this 
“suitable relation” between the rupee and gold 
should be Rs 10 to one sovereign, 01 in other woid-q 
at the rate of Re.. 1 equivalent to 11 00010 grams 
of fine gold both foi foreign exchange and internal 


circulation 

The other recommendations of the Committee 
except as regards Paper Currency, aie subsidiary 
to tins decision fixing the rupee m relation to gold 
at 2s The steps which they recommended for 
tomgmg tlie new lahng of the rupee nito force 
have since mostly been executed, and the action 
taken mil be described in the next chapter. Fur- 
thermore, they recommended freeing the import 
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and escort of silver and gold from all restrictions at 
the earliest date practicable. They also recommend- 
ed retaining in a permanent form the increased 
facilities for the investment of their savings by 
small investors throngh the Post Office which had 
been established during the War. 

The recommendations of the Committee as re- 
gards the Paper Currency Reserve have already 
been explained m a previous chapter * It will be 
xemembeied that the two prmcipal changes pro- 
posed were both’ intended to give greater elasticity 
to the paper currency circulation , and with this 
object they lecommended that an indefinite amount 
of notes might be issued agamst securities, so long 
as the metallic reserve was maintained at a mini* 
mum equal to 40 per cent of the gross circulation ; 
and further that an experiment should be made m 
issuing notes agamst - the security of bills of ex- 
change up to a limit of 5 crores 

As regards the Gold Standaid Reseive, their re- 
commendation was that the invested portion should 
normally be held m sterling securities in London; 
where funds aic requned to meet Reveise Councils , j 
but a portion of the Reseive should be held in gold, ( 
of which a pait, not exceeding one-half, should be 
held in India, precautions being taken to make it 
available to the public only for the puipose of ex- 
port from India. 

A separate report was made by Mr D M. Dalai, 
which contains several observations of interest. 
His prmcipal proposals were that the hitherto 
pi evading rate of Rs 15 =onc sovereign should 


'Chapter XII on Reserves and Balances, pages 175-178. 
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remain unchanged, and Hint #v* long as the prif e o, 
eilvcr m New York should he over 92 emtx (vdnen 
corresponds wdh tin* Indium value of tin nip*-* 
when exchange is at Is. -bM thuvumumf fhould 
not mint siher mpoes of ilm cutting standard of 
fineness, hut should issue onl> two-uipt e sih« r < oj«*j 
of reduced fineness and oieht-amm silver ptrr**** of 
reduced finenos*- The InM proposal ha*- keen con- 
demned almost unanimously by public* opinion, 
owing to the impracticability of lmung the two- 
lupcc coin of 1 educed fineness m calculation along 
with rupees The Iwo-mpee coin would tend to fall 
to a discount — at time** couMcloiabta — the extent of 
which would depend upon tlu nvnilubiliU at f-upplms 
of bar silver m the bn/aar and it** price. A **till 
giealei objection to Mi Dalai's piopm-als involving 
the lctum to the old exchange rate of Is. Id wr 
that it avou Id piobnblv mean a fm tlier advmu?" of 
puces m India 4 

In the next chapter we shall *ce what was the 
immediate action taken m connection with 11m pub- 
lication of the lepoit, and what was it^ effect upon 
exchange; and we shall *ec what fin t her steps 
were taken during 1020 to put into foice the recom- 
mendations of the Committee The peenlim effects 
of the serious unf avoui able balance of trade which 
developed dm mg 1920 wall be dealt with , and it 
wall ho seen that this unexpected economic situation 
unavoidably postponed the full realisation of the 
Committee’s proposals 


• Tho km «*cb,mgc 

4 taEh toel m ^ ' rWsl «*■» fulling m , ta A ot 
'World, 



CHAPTER XV 

CURRENCY AND EXCHANGE IN 1920 

The Rcpoit of the Exchange and Currency 
Committee was dated the 22nd day of December, 
1919. The Committee had been sitting through the 
summei and autumn of that year , and whilst they 
weie sitting the export trade from India continued 
brisk and there was a strong demand for Councils, 
which only weakened somewhat towards the end 
of the jear, paitly perhaps as the result of the 
successive increases of the rate of exchange 
piomptcd hr the use of the price of silver 

In January, 1920, a definite change in the balance 
of tiadc became evident the demand for Councils 
fell to a low level and exchange weakened — that is 
to say fell below 2s. 4c7. There was a demand for 
Revei se Councils and these consequently weie 
offered Revcisc telegraphic transfeis were sold 
m Januaiy at 25 3 f|d to the amount of £5,394,000. 

On Eebiuaiy 2nd, 1920, the Report of the Com- 
mittee on Indian Exchange and Currency was pub- 
lished in India and simultaneously there was issued 
a series of .important notifications, which were the 
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first steps towards realising the recommendations 
of the Committee The first notification was (3) 
that the acquisition rate for gold imported under 
license into India, which had hitherto been subject 
to variation as notified from time to time, would in 
future be fixed, and the rate of acquisition' would 
he Its 10 for one sovereign or one rupee for 
11 30016 grains of fine gold. Four other important 
notifications were (2) That Council drafts and 
telegiapliic transfeis would be offered for sale 
weekly by competitive tender with no fixed minimum 
rate , and that in future Bevcrse drafts and tele- 
graphic transfeis would he offered m India, when 
occasion so required, at a rate based on the sterling 
equivalent of the puce of 11 30016 grams of fine 
gold as measured by the pievailmg sterlmg-dollar 
exchange, less a i eduction representing the cost of 
remitting gold ; (3) that the undertaking lo issue 
Es 15 for eveiy sovereign and Es 71 for eveiv 
half -sovereign tendered at a Beservc Treasuiy or 
Mint was cancelled , (4) that the piohibition of the 
nnport of. silvei (but not export) was ruthdrawn, 
and the import duty of 4 annas per ounce was 
abolished , (5) that the notifications piolubiting 
the melting of gold and silver com and dealing 
therein at a premium were cancelled 

The effect ot the second o£ the above notifications 
that relating to the sale of Co.mc.ls and Reverse 
telegraphic transfers, may not bo dear at first 
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-sight as it is expressed in. technical language. 
Bearing in mind the depreciation of sterling money 
relatively to gold in England, it will be seen that 
it was intended that exchange should be regulated 
on the basis that Bs 10 would buy one sovereign, 
and vice veisa. It was assumed that the pnce of 
gold in London would be regulated by the American 
cross-rate", which is approximately true. In 
London the price of Councils would be raised by 
competitive bidding to the figure at which it became 
profitable to ship gold to India instead of buying 
Councils The price of a sovereign in London is 
given approximately by the following formula : — 


4 867 


American cioss-rate 


x 20s. 


In February, 1920, the cross-rate fell to $3 35 
making the price of one sovereign in England 
about 295. The cost in London of one rupee in 
India would therefore be ffs plus the cost of 
transport of gold from London to India, say, \d. 
per rupee. In other words with the American 
cross-rate at $3 35, Councils would sell at a trifle 
over 2s. lid The rate for Beverse Councils was to 
be found by the same calculation, but deducting the 
cost of carriage, which would give 2s 10§<#. The 
highest figure at which reverse telegraphic trans- 
fers were actually sold in Februaiy was 2s Wild. 

The rate of Beverse Councils was theoretically 


- *See page 217, footnote 
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intended to represent tlic effect of taking one 
Sovereign, which under the new system theoretically 
represented Us 10 m India, fiom Bombay to 
London and selling it there for sterling money in 
the open maikct From the pi ice of the sovereign 
realised m London would onl) he deducted the cost 
of tianspoiting it thitliei , and dividing this price 
hy 10 wo have the theoretical outward gold point 
which was the late fixed for (lie sale of “Reverse 
Councils 

On the date of publication of the Report the 
American cross-iate was cabled at f3.G5 Cal- 
culation immediately showed that the rate of 
exchange must use considerably under the new 
system if the American cross-i ate remained at its 
present figure Consequently there was a v. ild rush 
of Indian exporters to sell their hills to the 
Exchange Banks before the use should actually 
take place This competition to obtain payment for 
exports at the lowest, and thus the most favourable, 
exchange rate, served very quickly to force up the 
late of exchange, so that m three dais it had risen 
to 2s 8 id It so happened that a few days later a 
most unexpected fall of the New York cross-rate 
took place , consequently the rate for the sale of 
Revei se Councils had to be conesponclmgly raised 
An nnpieeedented crisis m exchange developed* 
Bewildered exporters discounted their bills at 
Juglier and higlier puces and the market rate of 
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exchange reached 2s 10^d. on February 11th 
Thereafter a reaction very quickly set in The 
rush of exporters realising their hills came to an 
end and a new rush of remittances to England 
arose for the purpose of taking advantage of the 
unusually high rate of exchange Commercial 
firms and private peisons having fiee capital in 
India or intending to remit at any time in the near 
future took this opportunity of sending their money. 
A boom in company flotation had been in progress 
in India for some months and many of these com- 
panies being of an industrial character required 
plant from England, and they remitted the cost in 
advance Besides, it was anticipated by many 
that exchange could not remain very long at this 
high level, so that undoubtedly a great deal of 
speculative remittance took place, people sending 
money to London which they hoped to get back 
again later at a profit to themselves when exchange 
should have fallen In two or three weeks there- 
fore a marked divergence became observable 
between the market rate of exchange and the rate 
at which Reverse Councils were being sold The 
market rate continued to fall ; but the rate of 
Reverse Councils, governed by the American cross- 
rate, lemamed high for a time. 

The above-mentioned sagging of the market rate 
of exchange to a figuie much below the rate for 
Revel sc Councils, could not, however, have taken 
place merely as a result of the tempoiary stimulus 
to remittance from India to Londpnjust mentioned. 

2 n 
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Tlierc was a fundamental cau R e finding t rt a weak 
exchange, namely, an adverse balnm** of trade 
which moiilh In month wan glowing greater. It 
is instructive to study the monthly figmes of the 
total value of imports ami exports of merthnndho 
given in the following table , — 


Fen ci <m Trade, jnjo-jo*} 


Oclobor 1919 
No\ ember 
December 

January 1920 

1'ebnmrv 

Match 

April 

Mat 

June 

July 

August 

September 

October 

Not ember 

December 

January 1921 

Pobrunry 

March 

April 

May 

June 

July 

August 

September 

October 

November 

December 


ripert. 4 ItOJKjl 


I 


Y,tr< «* 

(A 

r* r , • u 


Ps Wtlx 
29,25 

10.36 
2i',92 

31,01 

27,29 

11.37 
28 , 4 1 
£7 02 
23,19 


20,31 
20 0,0 
21 , SI 
20,90 
15 5(1 
20,10 

18,61 
17,0 1 
18,15 
IS , 04 
19 13 
16,00 

17.20 
19,60 
20,00 

18.20 
19,92 
21,74 


H« hU t < HvhVU 
in, ’,3 j 12,70 
17/i'j | )2,oj 


17/>J 

fi, 08 
l'»,r,o 
20," 0 
2l.CS 
22,7 1 
2 u 02 

28,2(1 
00,00 
28,90 
31, S\ 
01,01 
31,00 

31,20 
-o, 4 1 
24,2(5 
25,57 
20,74 

19.40 

17,72 

20,80 

19,71 

23,45 

20.40 
23,17 


9.40 

f. o*, 
7.74 
7,71 
o,7c 
3,19 


2 o 


j P 3 t*W* 

I r r 

j ImgTit. 

r 


1 U Wsf< 


2A3 

•* r, ■» 

10,30 

7.H 

I 0 A 5 

12,77 

ll.M 

22 « 
7,81 

oa-. 

7, S3 
1,31 
2 90 

2,10 

JgO 

5J?8 

0,48 

i,43 
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- Average Foreign Tiade for Three years — October 
1910 to September 1913. 


— 

Exp Oil B 

Imports 

Excess 

of 

Exports 

Excess 

of 

ImportB. 


Rs, lakhs 

Rs lakhs 

Rs lakhs 

Rs lakhs. 

, 1 October 

1,819 

1,393 

426 

« t • 

November 

1,829 

1,366 

40S 

• ** 

December ,, 

1,640 

1,124 

516 

• • 

January 

2,072 

1,436 

636 

• •• 

February 

2,202 

1,133 

1,069 

• •• 

'March ... 

2,242 

1,260 

982 

Ml 

April 

2,109 

1,315 

794 

Ml 

May 

2,079 

1,243 

836 

• •• 

June *... 

1,849 

1,060 

788 

• M 

July 

1,988 

1,192 

796 

Ml 

August in 

1,682 

1,337 

345 


September 

1,816 

1,379 

467 

• 


Tlie figures are compared with the average monthly- 
value of expoits and impoits m the thiee complete 
years pieceding the War The purpose of this 
comparison is to show the extent of the normal 
excess of the value of exports over impoits, which 
is characteristic of India’s foreign .trade As is 
well-known, this excess of exports is counter- 
balanced in the balance of indebtedness by the com- 
mercial remittances of interest and profits, by the 






2,86 CURRENCY AND EXCHANGE IN 1920 

Home Chaiges of Government, by payments for 
shipping freights and msuiance, and by rerait- 
tances of English residents m India and to Indians 
residing m London It will be understood there- 
fore that when m the first half of 1920 the value 
of the impoits inci cased, whilst the exports 
remained stationary, so that the imports became 
actually gi cater m value than the exports, there, 
rvas, in the total balance ot indebtedness, a consider- 
able balance due outward * The inevitable l esult 
of this was a heavy, fall in exchange Except nig 
when undoi special conti ol, as in war time, exchange 
banks aie hound to iix the rate of exchange in 
accoidanco with the conditions of supply and 
demand When thcic is a heavy balance of 
indebtedness outwaid they must induce some 
lemitteis to cease making remittances by lowcnng 
the rate of exchange , and they must also tempt 
some expoiteis to make sales at lowci puces and 
get more business, and thus discount more hills, 
by the same action, namely lowenng the late of 
exchange If they did not thus automatically 
l educe the demand foi remittance fiom India, they 
would have gicat sums of money piling up m their 

*In comparing the figuies of the 7bove "tablcTiT sboulcfbe 
lcmenibeied that ne arc now on a much higher puce le\ol 
than before the war and that the remittances of all hmds winch 
normally balance the excess of exports have expanded corres- 
pondingly since 1913 Consequently from January 1920 on- 
to oxecss ol exports *as already Wo* to present 

” TlArlnnl ** *■ 
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Indian offices and be running, short of cash for 
paving out their remittances in London 

On the other hand, when the economic conditions 
change and the trade balance becomes favourable 
to India, the exchange banks experience difficulty 
in the opposite way. The demand for discounting 
bills in India uses up their resources here too fast ; 
and the payment of those bills in London adds 
unduly to their cash balances there When these 
latter conditions prevail, theiefore, they have to 
purchase Council bills or gold for shipment. 

But tlnoughout the summer of 1920 the balance 
of indebtedness was strongly agamst India The 
effect upon exchange was most marked in the 
months of June and October-November. On the 1st 
of June exchange stood at 2s 1 Id. By the 11th 
it had fallen to 2s 0 d ; on the 15th it touched 
Is 10<$ — then lemamed stationary for ten days : 
and then lapidly diopped to Is 81 d It remained 
at about tins figure until the eaily part of July 
when a gradual recoveiy to Is. lOd took place ; 
and it fluctuated about this figuie for the remainder 
of the summer. 

Tins senous weakness of exchange seemed to be 
almost unaffected by the selling of Reverse Councils. 
The sales during the early months of the year were 
as follows . — 


Januai}’ 
February 
Mai ch 
f April 


. £5,394,000 

.. , £ 11 , 000,000 

. £9,988,000 

a: £7,000,000 
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From the 29th April the amount of Reverse Councils 
offered weekly was reducedto £l-mdiion ; and 
this amount contmued to he offered weekly through- 
out the summer. Considerable speculation arose 
owing to the wide margin which prevailed between 
the official rate at which Reverse Councils were 
sold and the maiket rate of exchange. As allot- 
ments were made pio rata according to the amonnt 
of each application enormous total sums were 
applied for each week, as, for example, £122,000,000 
on 15th Juno The only limit was that no applica- 
tion might he made for more than the total amonnt 
offered, and many hanks and firms regularly 
applied foi the whole £1,000,000 each week. A 
few applicants were unable to take up their allot- 
ments As it became necessary to check purely 
speculative applications, persons were required to 
deposit with their applications a sum equal to half 
of the sum. applied foi 


The adverse balance of trade was so heavy that 
the offer of £1 -million weekly of Reverse Councils 
ivas quite insufficient to lift the maiket rale of 
exchango up to the rate at ivhich Rca 7 gisc Councils 


woie being sold When exchange fell to Is 8 d in 
June, it became obvious that thcio was no longer 
any gionnd for continuing the sale of Reverse 
Councils at a pnee based upon the recommendation 
of the Indian Exchange and Cnueney Committee 
Tins extraordinarily severe adverse balance of 
rade may bo said to be entirely unprecedented in 
.be history of India Perhaps the nearest approach 


V 
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to it was during tlie famine years of the nineties. 
It shows the enormous difficulty of forecasting the 
course of economic events that this Co mm ittee of 
experts, which drew up its Report only six months 
previously, failed to anticipate any such severe 
reversal of the trade balance in the near future. 
They did, it is true, say that their recommendations 
„ might ueed reconsideration in the event of any 
heavy fall of world prices j* hut this heavy adverse 
balance came before any general fall of world 
prices. It was due mainly to the enormous growth 
of imports for making up the depleted stocks of all 
kinds which had run short during the war and for 
plant, machinery, material, etc, required for all 
kinds of industrial expansion, and to the fact that 
the demand for and prices of law materials for 
export had fallen off early m the year owing to the 
American and Euiopean markets being glutted by 
the previous year’s heavy purchases from India. 

Events having proved that it was impossible 
to maintain the market rate of exchange anywhere 
near the theoretical outward gold point calculated 
on the basis of the American cross-rate as indicated 
above (page 261), the rate for Reverse Councils 
was based fiom 14th of June onwards on the per- 
manent gold value of the rupee and fixed at 
la. ll&fd , this being the rate at which it was intended 
that Reverse Councils should ordinal lly be sold when 
the -new system is m full working order and sterling 
money again on a gold basis 


* Report, paiagxapli 51, page 23 
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The weekly sales of Reverse Councils were sus- 
pended entirely at the end of September, and 
exchange immediately fell from the level of between 
Is 10c? and Is 10$d at which it had been fluctuating 
to Is 71 d and even to Is 5 d m December. This 
caused serious financial difficulties foi many 
importers whose bills for largo consignments, 
ordered when exchange stood at over 2s had now 
to be paid at Is 5 d. The furthei fall to Is 4d. 
eaily in 1921 accentuated these difficulties. 

Gold Sales 


In the early summer of 1920, a heated agitation 
was raised in Bombay against the sale of Reverse 
Councils and the foitmghtly sales of gold which 
were held by Government It will be nistructive 
to examine the reasons foi Government under taking 
the import of gold on its own account and sellum 

O 

it by public tender in India, and what was the 
economic effect of this, and its influence on the 


exchange rate Owing to the restnctions placed on 
the expoit of gold by the belligerent countiies the 


amount of gold impoited into India during the 
war period was gieatly reduced, so that the 
price of the sovcieign lose fiom Rs 15 to Rs 19 
and even to Rs 21 for a shoit time The profit 
on the importation of gold, if it had been possible 
for private traders, would have been enormous 
However, so far back as June, 1917, an 01 durance 
had been issued requiring all gold nnported into 
"tia to be sold to Government at a price which was 
based on the exchange value of the rupee in sterling, 
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and took no account of the appreciation of gold 
in India The acquisition rate was fixed from 
time to time at a point which made it just profit- 
able to import gold into India after paying the 
cost of transportation In 1919 the United States 
permitted the free export of gold ; and soon after 
a free maikct was permitted by the British Govern- 
ment in South African and Australian gold The 
Government of India took advantage of this to make 
considerable purchases of gold in America, London 
and Australia, and by the end of November, 1919, 
about 2,485,000 fine ounces had been purchased. In 
the meantime Government had commenced, early 
in September, 1919, its senes of fortnightly sales 
of gold m India The following table shows the 
quantities offered for sale on each date for which 
tenders were accepted, and the average prices 
realised. The bazaar price of gold in Bombay is 
given for comparison — 


Sales of Gold 


Dato of Sale 

Quantities for | 
> winch tenders 
, were accepted 
, (in tolas) 

Average price 
of accepted 
tenders 

Pnce of bar 
gold in Bom- 
bay bazaar 

1919. 

I 

Es AS 

Es AS 

3rd September 

^ 329,130 

26 12 

20 10 

17th September 

' 396,640 

24 10 

26 1 

6th October 

326,000 

25 10 

27 0 

20th October 

334,000 ! 

27 0 

28 0 

3rd November 

325.000 ; 

27 15 

2S 5 

17 th November 

' 518,500 . 

27 11 

28 2 

8th December 

j 1,000,650 j 

i i 

26 4 

27 10 


2 1 
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» 

i/17 1,200 

22 11 

\ 

23 

\ 

14th Scptemltcr 

♦ 

1,252.000 

21 IS 

i 

23 

k 

It will be 

seen that the 

amount 

offered 

was 


uuuL ;uu. i r me .sra ot Alarcu 
1920, it usually exceeded 1,250,000 loins The 
increase of available supplies was partly due to 
the action taken m September, 1919. of fhj n g the 
acquisition rate for gold brought into India so ns 
to include the pienuum on gold over sterling nc 
measured by the New York 


reestablished an effecfivo Wd^ldwtf Ifl 
facihtated the import of gold to India ns „ means 
for the payment lor the excess ol exports alt" ™?, 
tire to the purchase of Council drafts 
It is instructive to observe the variation of ♦!,„ 

!7m re tl V 01 ' 8 ° ld nt "*~ivo sales £ ' 
Ut m ab0TC «*> The highest price 
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realised not at the fiist sale, as might have been 
expected, hut eaily in November During the 
early months of 1920 there was a rapid fall of price. 
It is believed, however, that the very low figure, 
Rs. 18-12-1 per tola on the thud of March was duet 
to the breakdown of a ling of bullion merch an ts! 
in Bombay who had hitheito by concerted action 
tendered at high lates, their object being 
apparently to save themselves from the heavy loss 
which would have resulted from a serious fall of 
the price of gold in the open maiket Consider- 
( able profits were made by those who pui chased gold 
in Bombay and ananged to send it up-country for 
retail sale amongst the mill-hands and licher 
, cultivators, who cageily seized the opportunity of ^ 
buying gold now that it had become cheap 
It might have been thought that the continuance 
of these sales of gold, putt mg such a large quantity 
of gold mto the maiket, would have led to a con- 
tinuous decline of the puce of gold in India Un- 
doubtedly it would have done so had the economic 
situation been noimal Remembering, howevei, 
that India was expenencmg a heavy adveise 
Balance of tiade, we need not be sui prised that the 
price of gold became intimately linked with the 
rate of steiling exchange The late of exchango 
fell in fact to the outwaid gold point which was 
determined by the price of gold in India, and 
similarly the minimum puce of gold was laigely 
determined by the rate of exchange. The two acted 
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and le-acted upon one anothci ; because if 
exchange fell below a ceiiam point coricspoudjng 
with a certain pievailmg price of gold it became 
cheaper to lemit money from India to London and 
elsewhere by purchasing gold m Bombay and 
shipping it than by pui chasm g exchange in the 
usual market According to the trade statistics 
neaily 213,000 ounces of gold were exported from 
India during the foui months fiom JuL to October, 
1920 , and thcreaftei exports greatly increased 
Those who delight m calculations ma> easib 
satisfy themselves that it Mas profitable to export 
gold m June, 1920, rather than to pm chase exchange. 
On the 29th of June the price of gold in Bombav 
as quoted m the newspapers Mas Its. 22 pci tola, 
whilst the puce of gold m London was 104* The 
Bombay quotation is for fine gold, and the tola 
weighs 180 grams The British quotation is for 
the tioy ounce of 480 grams eler cu-twelflhs line, 
so that it contains 440 giams of fine gold AYc mav 
lockon tlie cost of shipping each ounce of gold and 
sellmg it in London at 10 annas Hence the cost 
of an ounce tioy of gold disposed of m London 
Mas — 

Rs 22 x + 0G2 ~ (A t 
Tho muirbei of shillings Minch could bo purchased 
by each rupee mxus, tlicrefoie, 104 — 51 1 = 1 oig, 
which is very nemlv l s 11 d At the same time 
the hanks’ sellmg late foi demand diafls, Minch 
are sent by post and aie payable at sight m London 
rvas L. 8 dj (1 , and it is obvious that it M r as much 
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. cheaper to ship gold This explains both the rise 
of the pi ice of gold in India and the rise of exchange 
which took place a few days later 

During the summer of 1920 we had, therefore, 
the peculiar phenomenon of gold bemg both 
imported and expoited at the same tune. The effect 
of the impoit of- gold by Government and its sale 
m India was obviously the same as if Government 
were selling more Reverse Councils , and tended 
slightly to laise the exchange late Government 
was, of course, usmg funds alieady accumulated in 
London to purchase the gold If it had had to sell 
Councils m London so as to piovide funds for pur- 
chasing the gold, this would have tended to depiess 
exchange and to neutialize the tendency of selling 
gold m Bombay to laise exchange 
It might be infeued a pi ion from the above 
mentioned facts -that there would be a close con- 
nection between the price of gold m stcilmg money 
and the price of gold in lupees in other woids 
that the appi eciation of gold lelatively to steiling 
money and to lupees would be the same It is 
interesting to find that calculation shows that this 
was veiy neaily the case It is usual to speak of 
the depi eciation of stcilmg relatively to gold , but 
as we cannot veiy well speak of the depreciation 
of rupees, since gold has not been worth Rs 10 to 
the soveieign m modem times, it is better to 
calculate the “ appi eciation ” m each case On 
May the 31st, for example, the puce of gold in 
London was 106s. 3 d per ounce, and the price of 
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English bar gold in Bombay was Bs, 22-1 2 per tola. 
The mint price of gold m England is 77 875s . ; and 
the mint price of gold in India on the new basis of 
Rs 10 equal to a sovereign is Rb. 35-34-30 or 
Rs 15 927 Eiom these we calculate that the ap- 
preciation of gold relatively to stalling on that date 
was 36 4 per cent, and of gold in India relatively 
, to rupees was 42 S per coni At the middle of 
July the respective percentages were 36.8 per cent 
in England and 40 5 per cent m India ; and on 
August 26tli, the lespective percentages were 
47 6 per cent m England and 44.5 pci cent in India 
The fmthcr appreciation of gold which had taken 
place by this time m England is accounted for by 
the rapid fall winch had taken place in the London- 
New Yoik exchange, and the further fall which was 
anticipated, the price being somewhat above the 
parity of that exchange 

It may seem suipnsmg at first sight, aftci con- 
sidering the high level of the mpee in steilmg 
exchange which in evaded dui rug the cold weather 
of 1919-20, to leai n that by the summer of 1920 
the mpee had become woith less m gold than it 
used to be in the old days before the War when 
the exchange lemamed fixed at Is 4 d Yet a 
simple calculation showu that this was the case. 
At the end of Febiuaiy, 1920, the maiket rate of 
exchange stood 2s t^d and the piicc of gold in 
London at 1 22s_ M , consequently the mpee was 
worth m English gold Is 7 Id. Taking any date in 
the summer at random, we find that on August 
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26th the price of gold in London was 1155. and the 
rate of exchange 15. 101^ which gives thegold value 
of the rupee in London as only I 5 2§ d. Later 
on in the yeai it became still less, and m 1921 fell 
below Is. 

Another point of interest is that with the rise 
of the pi ice of silver in the summer of 1920 the 
Indian currency was again for piaetical purposes 
on the double standard The price of bar silver 
in London on August 26th was 63 \d_ per ounce 
Calculation shows that at this price, allowing 3 per 
cent as the cost _of shipment and insurance from 
Bombay to London, it would be profitable to export 
rupees when exchange was below I 5 10*d In fact, 
however, exchange stood on that date at I 5 101^ 
Consequently it was undoubtedly piofitable to 
export rupees as silver bullion ; and a certain 
amount was exported. 

CURRENCY LEGISLATION 

Whilst the economic conditions were dictating the 
fluctuations of exchange and the exports of specie 
above described, Government was taking the 
necessary legislative measuies to bring into effect 
the new and permanent system of currency recom- 
mended by the Committee of 1919 On the 21st of 
June, 1920, the issue of an ordnance was notified 
which demonetised the sovereign and half-sovei eign 
From that date they ceased to be legal tender 
throughout the Indian Empire ,* but the Government 
notified that for a penod of 21 days sovereigns and 
half-sovereigns tendered at the office of any circle 
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of issue- would 1)0 redeemed in ourroiev nn*^ nt iW 
rale of Ex 15 for one sovereign. r H>o total numV’T 
of sovereigns redeemed during tlu * ehoit period 
amounted to about IS’-iniiljon*-. It wn** further 
notified that sovereigns held m the Tapir ttsirmmy 
peservo would eontinuo for the present to !w valued 
nt Us 15 

At the smile time, as mndhnied uhov . Gov rn* 
meat also announced the abandontuuri of tin sub 4 of 
Eovcise Councils nt the rate gmoitted h> the 
London-New' York exchange and fixed tlu* Kite nt 
Is, 11 },£r7 foi immediate hleginphtc irnu~Grs as 
‘Hieing the into winch lull nUinntelv Judd win n 
sidling once nioie returns to pnnty with gold ,T 
A further nnpoiiant step taken on the 2l**t June 
was the removal ol lestiidums on the import of 
gold hulhon and loreign gold com ; but italmallv 
the restrictions on the import of British gold <oiu 
had to he continued until the end ol the period of 
redemption The amount ol sovereigns presented 
for encashment was large because tbe holders 
naturally anticipated a input fall of value when 
the penod of redemption expired Fm thennore, 
it is believed that thoie was considerable illicit 
importation of sovereigns winch wore smuggled 
chiefly into Madias, Burma and Aden 
The penod of ledemption terminated on the 12th 
of August, and the price of sovereigns felt to about 
Es 144,2-0 However, as lire puce of gold lose a 
few r weeks latci m svmpntliy with the use of the 
price of gold m England, due to tlie fall of the 
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American cross-rate and on account of the fall of 
sterling exchange, sovereigns, although passing 
merely as bullion, became again worth distinctly 
more than Rs.JL5. 

The next legal step taken towards establishing 
the new currency system was in the September 
session of the Imperial Legislative Council when 
the Hon’ble Mr. W M. Hailey, Finance Member, 
brought in a Bill to alter the Indian Coinage Act 
of 1906 so as to make sovereigns and half-sovereigns 
legal tender in India for Rs. 10 and Rs 5 res- 
pectively, and this was passed at a later meeting 
in the same month. 

The changes which took place in the .Paper 
Currency and its Reserve during 1920 are worthy 
of attention The general economic position and 
the change of status of the curiency all had their 
influence upon it, whilst the composition of the 
Reserve was affected by the legislative measures 
During the later months of 1919 the Paper Currency 
circulation continued expanding At the end of 
August of 1919 the gross circulation was about 170 
croies j by the middle of December it had risen to 
181 crores ; at the close of the year it was very 
nearly 183 crores and by the middle of J anuary had 
risen to over 188 cioies From that date there 
began a gradual contraction of the circulation, whiqh 
by the end of February had fallen to 183 crores By 
the end of March it had fallen to 174 crores ; and we 
notice for the first time m the return of this date a 
decrease m the amount of seciuities held in Fngland. 

2x 
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Those wcie valued al Sdi erores in the later months 
of 1919, and this figure remained unhl the later putt 
of March. It will bo remembered that the rale - of 
Reverse Conncilb were commenced m January, 1 J20 
They wore mol al hist fi om the TceS'-ury balances 
held by the Secretary of State ; but after these 
funds wore considerably reduced, the antes of 
further Reverse Councils wore met by n alining the 
securities of the Paper Currency Rosen e held in 
London The currency notes tendered by the public 
in India for the purchase of Reverse Councils were 
made use of to reduce the circulation — that i H , they 
were withdrawn from circulation and cancelled. 
Thus, the circulation and the Reserve in London vm e 
reduced by corresponding amounts at each sale of 
Reverse Councils from the middle of March onwards. 
This process of contracting the circulation in India 
was not viewed with favour by the commorient com- 
munity ; because deflation of the currency is always 
a very uncomfortable process. Hie actual reduc- 
tion of the paper rupees in circulation means that 
money becomes tight— m the mono} markets of 
Bombay and Calcutta it becomes difficult to get 
money on loan, and higher latcs of interest ha\e 
to be paid Merchants cannot hold up their stocks 
of commodities for future sales ; and as stocks are 
thus brought into tlic market prices decline. This 
reduces the value of goods, such as cotton, jute, 
and piece-goods, which are pledged to bankeis as 
security for loans, and the owncis must find the 
necessary margin oi have the goods sold If the 
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circulation is reduced too fast, and prices are 
brought down too quickly, it is quite likely that 
many merchants may be placed in senous financial 
difficulties and some may go bankrupt. If they had 
heavy commitments to banks, this might even 
involve the banks in difficulty and create a com- 
mercial crisis Hence, it is evident that great 
caqtion has to be exercised in contracting the cir- 
culation, however desirable an object that may be. 

Throughout the summer the reduction of the cir- 
culation continued. At the end of May it was 167 
crores ; at the end of June 164 crores and at the 
end of September 158 crores. At the same time the 
holdmgs of British securities in the Reserve had 
been reduced to 17 crores. Here we must note, 
however, that there was not a reduction of the cir- 
culation to correspond with the whole of this 
reduction of the holding of the British securities. 
Reverse Councils sold throughout the summer were 
paid in London from the sterling securities of the 
Reserve , but not all the rupees paid for them in 
India were used to reduce the circulation, because 
this would have meant too great a contraction. 
By Act No. XXI of 1920 Government had taken 
power to hold the Reserve up to a total of 120 
crores m securities, either in England or in India. 
This permitted the using of some of the receipts 
from the sales of Reverse Councils to increase the 
fiduciary portion of the Reserve held m India. At 
the beginning of 1920 the securities held m India 
were 17 crores j by the end of September they had 
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increased to 47 crores At the same time, the 
metallic portion of the Reserve, both gold and 
silver, was also increasing, having risen from 83 
crores on January 1st to 94 crores on September 
30tb 

The important Paper Currency Act of 1920' 
made many amendments of the Paper Currency 
Act of 1910 The earlier sections malm some 
administrative changes in the Currency Depart- 
ment , hut the pimcipal provisions arc with regard 
to the Reserve These have been already dealt 
with in a previous chapterf , and it is only necessary 
here to remind the reader that the transitory 
provisions reducing the securities portion of the 
Paper Currency Reserve to 85^ciores and the 
revaluation of the gold and sterling securities at 
Rs 10 to the sovereign came into effect on 1st 
October, 1920 The permanent constitution of the 
Reserve cannot be given effect to at present 

A few woids must be said as to the course of 
exchange during the last three months of the year 
The sale of Reverse Councils was discontinued at 
the end of September, and Government announced 
that it was not their intention to resume such sales 
for the present All support was withdrawn, there- 
fore, from exchange, which was left to the tender 
mercies of supply and demand. Government with- 
drew altogether from the market : if they could not 

•Act No XLV 

f Chapter XII, Reserves and B^anc^s, see pages 176-18G 
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sustain exchange by selling Reverse Councils they 
s could at least avoid depressing it by selling Councils 
in London to provide funds for the Secretary of j 
State’s requirements, for he had still the whole j 
of the Cold Standard Reserve of over £37,000,000* 
to draw upon if need be. 

The effect of the cessation of sales of Reveise j 
Councils was an immediate drop of exchange from { 
about Is 10 d to nearly Is. 8 d. Thereafter there 
was a continuous downward tendency with only 
slight intervals of recoveiy in November the 

average figure was about Is Id ; and early in 

December exchange slumped badly to ls__ 4-dd , and 
varied between this figure and IsJSd to thcTend of 
year. In January, 1921, exchange fell to about 
Is 4d and a few weeks later to Is 3 \d , and it 
"remained fluctuating between Is 3d and Is id 
throughout the summer of 1921 In October there 
was a recovery^ to over Is jxL-which lasted some 
weeks ; hut, with the collapse of, the German mark, 
exchange sank again below Is 4 d 

Imports were particularly heavy in October to 
January, 1920-21, whilst the export^ trade showed 
no life, so that the balance of trade turned more 
stiongly against India. It has to be noted, how- 
ever, that exchange was m a very sensitive condition 
dui mg the winter months of 1920-21, so that 
a comparatively small mciease of payments due 
outwards or inwards produced respectively quite 
an appreciable fall or rise of the exchange rate. 
During all this period exchange was fluctuating 
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at, or a little above, the minimum determined by 
the combined effect of the price of gold, and alter* 
natively of silvei, in Tndia and in Kurland. 

It is interesting in conFuWmg the theory of 
exchange to observe that during this period the 
exchange rate was subject to upward and downward 
limits, each determined by the i dative price of gold 
in India and England (with siUcr a « an alterna- 
tive) The upper limit was determined by the cost 
« of buying gold in England and importing and selling 
I it m India, and exchange u mild have risen gradually 
to the level so determined (about 2s 6d *) if the 
balance of trade had turned in favour of India. 
The lower limit was dclonrunod by the financial 
results of buying gold in India and exporting it ; 
and this lower limit has been actually more or less 
m operation since the later months of 1920 because 
the balance of trade was against India Theoreti- 
cally the rate of exchange might have swung between 
wide limits of, say, ls_3d and 2s. Gd or even more. 
These limits were fi om time to time determined by 
the depreciation of sterling in England relatively 
to gold, and thus indirectly by the dollar-sterling 
exchange As the latter comes back to normal so 
■will the limits between which the rupee exchange can 
swing approach one another 


Tbs is the theoretical upper limit corresponding with iho 
sovereign assumed to he worth Rs 10 m India winch is Us 
minimum price. In practice it would into a very considerable 

™ f f ld into ^ extending tner mnnj months to hnug 
the market price down to Rs 10, and raise exchange to 2, Grf 



fctfERfcNCY AND EXCHANGE IN 1920 £56 

/ 

'''Lessons of 1920. 

The principal lesson to be learnt from the 
exchange phenomena of 1920 is the very great 
influence which the balance of trade has upon the 
stability of the Indian system of currency and 
exchange. This lesson is one of the greatest 
importance when it is considered that India is 
peculiarly liable to sudden and violent oscillations 
of the balance of trade on account of the vagaries 
of the monsoon, and the somewhat speculative 
dealings of her import merchants, which are 
perhaps, to some extent, a result of the former 
cause. If there were in India a large quantity of 
gold in circulation, or if the Gold Standard Reserve 
held in London were twice its present size, any fall 
of exchange below parity would be an unlikely 
contingency. These conditions may be reached in 
the course of a few years or may be realised only 
after many years ; but the process of getting the 
Indian currency fairly settled on its new basis is 
full of difficulties The economic situation will be 
best understood by expressmg it as *a depreciation 
of the rupee currency due to over-issue, in the sense 
that now that the troubles of war finance are over, 
there are more rupees in circulation than the 
country needs This has raised prices in exactly 
the same way as the over-issue of paper money 
raises prices ; and the high price-level still prevail- 
ing m India is a considerable factor m the adverse 
balance of trade and weak exchange in 1921 and 1922 
■ This pomt of view also makes clear the present 
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relation of the rupee to gold. Viewed ns n token 
corn, as the silver rupee now legally is, Yre nwy ho 
said to be suffering from fur over-issue of token coins. 
The rupee is now legally 13.3 grains of fine gold ; 
hut is represented for circulation purposes both by 
silver mpees and paper money. That amount of 
gold is now worth a good deal more than one rup'*e ", 
but when the price of gold has been, reduced, from 
Us 28 per tola to Its 35-34-10 per tola, the sovereign 
will come into circulation at the legal rate of Be 10 
■.'Tile only possible means of biinging down the price 
of gold is to eonti act the rupee circulation relatively 
to the amount of work it has to do — that is the 
total volume of purchases and sales throughout 
India , and a considerable contraction is necessary. 
The actual withdrawal nud melting up of rupees bj 
Government would effect the desired lemlt if it were 
practicable The allerantn e is an absolute cessation 
of the coinage of whole rupees until exchange is 
above 2s and a gradual contraction of tig paprr 
currency circulation 

The situation is somewhat similar to that pro 
vailing m the yeais which followed the closing of 
the Hunts in 1893 It was recogni 7 ed then that the 
weakness of exchange was due to a icdundancj of 
the oirculaiion , and the Government of India 
actually proposed to withdraw rupees, and to melt 
them up and sell them as silver bullion. The loss 
on such a transaction conld he met either by 
additional taxation or by a loan Such a drastic 
.measure is probably unnecessary at the present 
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juncture. The stoppage of ebinage after 1893 
caused the situation to right itself in five years. 
The remedy in the present case is to com no morei 
rupees and to contract the paper currency as much \ 

' as is conveniently possible. It was doubtless with 
this aim in view that Government ceased purchasing 
silver bullion m 1920 ; and the mints were kept 
occupied only with stocks of “ Pittman ” silver 
which had been purchased from the United States 
Government The commg of this was completed in 
July, 1920, and since that month the coinage has 
been confined to silver 8-anna pieces and nickel sub- 
sidiary corns, and to recoining light rupees with- 
drawn from circulation 

The rapidity with which the price level may 
recede in India and exchange use to the import , 
gold point dependmg upon the Amencan cross- 
rate will depend largely upon the seasons in India. 

If the level of world prices were to remain uncliang- ; 
ed, good harvests of one year might possibly re-< 
establish a favourable trade balance Statistics 
prove, however, that a general fall of world 
prices has already begun ; and if the level of prices 
falls more slowly in India, and this is likely unless 
the rupee circulation is drastically contracted, the 
trade balance is likely to remain unfavourable and 
exchange weak It is impossible to foretell the 
course of events ; but it may be said safely that if 
Government steadily and consistently follows the 
new policy which it adopted on the recommendation 
of the Committee on Exchange and Currency, it 
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cannot fail to 1 online its end m the ronrH v of n 

numbci of years'. The urn' H\fd<nn of rum ney is 

eountl m it sell , but the conditions rally lit J !*20 

were such as to make its limited info lefili&ition 

impossible. The Onrm>c\ Committee did pot 

anticipate an earh fulfilment of tlnir plan* . (h“V 

reguidcd it as their duh to lay dovrp a fine of policy 

which soonei or later, if steadfastly adhered to, 

•would give Xndi/i a stable and permanent system 

of currenev. 

* 



CHAPTER XYt 
THE RISE OP PRICES 

Pieceding chapters have "been devoted to a descrip- 
tion of the Indian currency system and the changes 
which it has undergone at vanous times, especially 
since the beginning of the Great War. It is 
the object of the present chapter to describe 
the changes that have taken place m the general 
level of puces , and the next chaptei will be 
devoted to explaining the cause of the gieat 
rise of prices in recent years We shall find that 
it was mainly due to the effects of the war upon the 
money of other countries, which m their turn 
gradually affected India. It is important to 
realise, however, that prices had been nsmg almost 
contmuously for many years before the war ; and 
also that the experience of India as regards puces 
has been similar to that of all other civilised 
countries In all paits of the woild theie has been 
a gieat rise of puces m recent yeais Tins can be 
proved by making comparative tables of the prices 
of a large number of commodities m foimei years 

Let us first see how far the prices of certain 
goods have risen duimg the wai In older to make 
a eompanson, we shall start with the year 1913, 
as the war began m 1914 The quotations of puces 
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arc collected from oil ports ot Judin by tlm depart- 
ment of Statistics in the Governin' nl of India, mid 
the following figures me all tulvn from the pub- 
lications of Hint Department ' Foi the .mhc ot 
Illustration, let us take the figim-s for rice, wheat, 
.lowar, salt and cotton doth. Their prio^ mv 
ascertained every foi (night ; mid the DtpurtnimT 
or Statistics calculates the aw*r«go of ail tin* fort- 
nightly figures of each commodity for each year. 
These yearly averages are as shoe , n in the table 
on the next page. 

• The figures nre taken almost entirely from the ptibh«;te>n 
entitled Index lumbers of huh on Vner* frem I S C1 (n t r >l2 i 
and the supplements issued for 1010 tu\«l 1020 



TABLE OE PRICE CHANGES OE CERTAIN COMMODITIES, 1913—1920 
{Tie figures %n ttahcs show the percentage change , 1913—100.) 

y 0at Rico (a) Wlioat (6) Jowar (c) Salt (d) Cotton cloth (e) 

per maund. per maund per maund per maund per piece. 
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Below the price of each commodity is § »v«*n j u 
italics a peiceningo figim showing ihe pj opart ton 
of use 01 fall, li will he seen tlmt tin* prbei m 
1913 aie represented by 100 m inch cm « and the 
percentage figme m nii> lutt r \<nr show s the 
exact proportion of the us< or full of pr*eea 
m that >enr as computed with 1910 0'he'*c 

percentage figures are \ el } useful, In'cama* flmy 
enable us to make an nicinge of the pen outage 
figures for any one year, shoving the n\t rag* 1 rase 
or tall of puces of all the oomniodilit^ taken tog. tl.H. 
For example, if we take the percentage funs res 
for 1917 for the above in e commodities and add th* ui 
up, we find that the total comes to irSi If we div ide 
this by 5, because tlieie me five commoditie* , we gi i 
ITS’as the average peicentage increase. Tins figure 
1 is called an index inimbei, and it topics ends the 
! aveiage use of jiriccs of those fne commodities, the 
average for 1913 bemg taken as 100, 

By taking only Ihe commodities we cannot g f '( 
an mdex numbei which is reliable as au indication 
of the general change of prices, because individual 
commodities may he gieatlv affected by special 
causes , and amongst so small a numbei one such 
exception may have a gi eat effect A\ ei agt s ot p«u - 
centages calculated in this manner arc made, fhcie- 
fore, from the- senes of \enil\ prices ot a much 
huger numbei oi commodities, usually 40 to oO or 
moic Such mdex numbei s lan c been compiled 
both foi wholesale prices and letail puces 
Prices are generally studied from two points of 
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v iew — that is to Say, with two quite different 
objects. On the one band index numbers are cal- 
culated which are intended to show the average 
rise of the prices of all commodities, the assumption 
being that the 40 or 50 commodities whose prices 
arc actually averaged are sufficient in number to 
represent fairly the changes which are taldng place 
hi the prices of all commodities Of course, the 
prices of individual commodities are changed by 
special causes affecting that commodity alone ; but 
in taking an average of the prices of 30 commodi- 
ties the iesults of such special causes are averaged 
out The pi ices of some commodities rise more or 
less than the average — one or two may fall while 
the rest are lismg However, if the number of 
commodities be laige enough the changes due to 
causes specially affecting particular commodities 
are almost completely eliminated in the general 
average. This elimination is more complete with 
a total of 40 commodities than with 30, and still 
better with 50 or 60 When such a large num- 
ber of commodities is used we may be pretty 
sure that the index number tells us fairly accurately 
what we are seeking, namely — the change m the 
purchasing power of money Thus, if the index 
number of prices has increased from 100 to 125, the 
' purchasing power of money has fallen from 100 
to 80 ; and if the index number has fallen from 
100 to 75, the purchasing power of money lias 
increased from 100 to 133. 

On the other hand, index numbeis arc also used 
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for another very important purpo^e-for wwttrUp 
changes hi ihc cost of linvg, hi tbk cm - it iv not 
sufficient only to learn uhnt !««•* &'*••« f'hnmr^ 
of the purchasing P°v-er of money, for \\t do not 
) m y nil commodities m wjwd fpumtUw-. Tim cod 
of Uvmg of ordinary people is affected much thus a 
by a change of ihc pita's of the Tuple fmah 
giains and of collnn doth, than of other comma- 
ditioB A system is adopted, therefore, h) which 
prices are “weighted ” according to thdr import- 
ancc m people’s expenditure befoie nn Index 
dumber is calculated. In order to he pnitc precise 
m our result it vronld he neec^aiy to calculate a 
separate index munher foi each class of persons— 
neli and poor, ■\egdaiinn or non-vegetarian, and 
a separate index uumher for each part of th* 1 
country according to whether the principal food- 
gram is nee, or wheat, or hajra and jcncar (or rag ?)* 
Tlio calculation of a number of different iude^ 
numbers in this manner for different regions nut 
different classes of people Inns not been attempted 
yet From a study of " familj budgets thnl 
is family expenditure — of the poorer classes ii 
various parts of the country a rough weighting hm 
been chosen which is taken to ho roughly represent- 
ativo of those classes m all parts The error 
nivolved should he borne in mind, however ; for 
obviously if rice is cheap whilst wheat is dear, the 

“ 3 } ° m nxi “ Nora M ‘" “ d 



TfiE RISE OF PRICES 


286 


people of Bengal will be better off than the index 
number shows, and the people of the Punjab worse 
off. < 

The Department of Statistics in India hopes to 
undertake the calculation of an index number to 
represent the cost of living of the industrial classes 
based upon the prices of 40 commodities collected 
in about 40 towns In a few years very valuable 
information as to the changes in the cost of living 
will be obtained and collated in a general index 
number and local index numbers. '’In the mean- 
time theie is no reliable guide as to the extent of 
the recent changes of the cost of living/ 

The rise of prices which took place in India 
during the war and subsequently is ‘illustrated by 
the following series of index numbers prepared by 
the Department of Statistics for (1) the wholesale 


prices of 39 commodities ; (2) retail prices of 7 
food-grams : — 


Year. 

Wholesale prices of | 
39 commodities 

Ite' nil prices of 7 
food gini ns 

1913 

100 

100 

1014 

103 

111 

1915 

106 

109 

1916 

129 

100 

1917 

137 

101 

1918 

157 

135 

1919 

193 

200 

1920 

196 

378 


* Since the above was wntten the Labor Depailment of the 
Boinbay Government has started publishing 1 monthly index num- 
bers of the cost of living in Bombay which are of gieat interest 
and importance (Sec Labour Gazette ; Bombay Labour Office). 

2 * 
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Tlie above figmes f-how donrJy Hint ilmre Hh 
been a very conxidMUhle line hi tin* general hx el 
of prices , and flint Uk* pi ices of food pains vMrii 
ibse shai pl\ m 193‘t, foil back Jifpbn in 393d and 
1917 to Ibo level of pn«-« s in JWh whil'd the 
piiecs of commodities in general continued i mingy 
Tins was due to tbe e\cej)tiomdiy pood harw'Sls of 
The dears 3910 aud 39J7. In JittS and 1919 the bad 
weather conditions me reflected in very high 
prices, winch brought th«» food-gram wU* ^ a**ry 
neaily up to Ibo general lew l of prices in India. 

It is necessary to wain tbe reader against 
assuming that ibo above quoted index number is an 
actual measure of the extent ol the general rhe of 
puces , that is to say, of the depiecmlmn of the 
purchasing power of mono) . 'Without going into 
technical discussions it may be said that this index 
number is defective in several ways* (1; The 
numbei of commodities of which prices ale incor- 
porated is too small ; and amongst the 99 which me 
used is too laige a piopoihon oi fondstufix 
(25 per cent). (2) Piactieath all the prices, except 
those of food-grams, are cho&en from ({notations 
in the markets of the great seaport towns of com- 
modities impoited oi exported , and as these 
natiually tend to ho equal to pi ices in the world’s 
markets, differing only on account of freight rates 
and exchange fluctuations, tbe index number tends 
to follow the general level of uoild prices rather 
moie closely than the, real level of prices through- 
out India does. Probably thib index nuinhor lose 
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faster faring the war than the true -level of prices, 
and fell in advance of inland prices £,fter 1920. 

For the purpose of roughly illustrating the rise 
of the cost of living, and with a view to finding out 
the approximate increase of the cost of living to 
persons of r the wage-earning classes, I have had 
some calculations made from the prices of the above 
mentioned 39 commodities, which are the only easily 
accessible, authentic and up-to-date price records 
which have been published. The following index 
number of the cost of living applies to persons liv- 
ing in towps and earning not more than about JR.s. 40 
per mensem. The weighting has been carried out 
on the assumption that out of the total expenditure 
a little more than half (55 per cent ) is spent on 
various foods, one-tenth on cotton-cloth, and the 
remainder on house rent and various articles, such 
as salt, brass ,utensils, etc. 


Rise of the cost of living, 1913 to 1919. 


Tear. 

Mainly rice 
eaters 

Mainly 
wheat eaters. 

Mainly 
millet eaters 

1913 

100 

100 

100 

1914 

103 

106 

1 

102 

1915 

115 

121 

106 

' 1916 

128 

ISO 

123 

1917 

138 

141 

127 

1918 

144 

1G4 

146 

1919 

173. 

192 

172 







THE RISE OF PRICES 
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Changes of the general level of prices took place 
long before the Great War and have in fact been 
taking place for centuries past It is not possible 
to go far into this interesting subject here ; but it 
is desirable for the public to be acquainted with the 
outstanding facts of price changes during the past 
fifty years. Index numbers of prices in India ex- 
tending back to 1861 have been prepared and pnb- 
lished ; and index numbers of prices in England, 
America and other countries are available for a 
much longer period. It is only possible bore to 
print the index numbers of prices in India, England 
and America back to 1861, and at intervals of five 
years prior to 1913 The figure for 1873 is also 
given as prices in Europe reached their maximum 
in that year before the long decline -which lasted 
twenty years In the United States, owing to the 
Civil War, the maximum of prices occurred earlier ; 
whilst in India the maximum was in 1866 (115). 
From about 1885 in India and from 1896 onward 
in England and America, the level of prices rose 
considerably with occasional fluctuations until 1914, 
when prices started rising veiy much faster owing 
to the war It will be observed by inspecting the 
diagram on the opposite page that during the war 

prices rose more rapidly in England than in India 
or m America. 



the rise op prices 


m 



The index numbers for India are those published by the Department 
of Statistics, Calcutta For England those of Saueibeck, continued by 
The Statist The American index numbers are compiled fiom Falknei s 
senes (not reduced to gold) and that of the V, S Bpieau of Labour 
{Statistics. 
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ent periods in the different countries can bo ascer- 
tained easily by recalculating the index numbers 
by simple proportion until any selected year taken 
as 100. Thus, if we take the twenty years from 
1865 to 1885 we hare : — 



India 


United States 
of Aipenen 


1865 

1885 

• * 

100 

81 

100 

71 

100 

43 
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Taking the period of rising prices before the war 
.from 1895 we have : — 



India. 

England. 

United StateB 
of America. 

1895 

100 | 

J00 

100 

1913 

138 , 

137 

141 

During the war period the rise of prices was : — 

- 

India 

England 

United Sto-tee 
of America 

1013 

ICO 

100 

1(0 

1010 

103 

242 

214 















CHAPTER XTO 


CAUSES OF THE RECENT RISE OF WICKS 


We }u\c been m the la^l chapter how great V»a** 
the general _Uso _<»f_Xtlicc*fe in Tndtn during the 
six ycfiis "which followed the outbreak of tlte 
Great War At first tho prices of imported 
ai tides rose more than iho pricer, of t vporled arti- 
cles, heemise pi ices in the countries at war ro*o 
much faster than in India. Vet tlte prices of nil 
articles began to use to much Jughcr levels in India 
after tin oe or four years of v.'ar The explatja* 
tion of this will he given m the present chapter. 
It is necessary to hear in mind, licm ever, that, 
as was explained m the last chapter, the general 

level of ...pi ices, had been ^rising in India for 

nearly twenty yeais before the wai. We snv, fur- 
ther that the big changes winch have taken phic* 
in the general lc\el ot puces m India have always 
followed pretty closely 4 he change m the general 
level of pi ices m the other puncipal couutiies of 
the world)) 

Dunng the nineteenth centuiy, the budding of 
great-steamships m England enouuously incicased 
the trade which was earned on by sea between the 
different countries of the woild j and in this dove- 



CAUSES OE THE RECENT RISE OE PRICES 27$ 

lopment India shared For many lands df t goods, 
such as wheat, cotton, jute, hides, tea, lac, etc , the 
market had become worldwide Consequently, the 
prices of these commodities in every country came 
to depend upon the supply of and demand for them 
i n all countries of the world combined India con- 
tributed part of the demand and a considerable part 
of the supply in the case of some commodities ; yet 
the prices prevailing m Lidia were those establish- 
ed m the woild maiket as a whole, and frequently 
depended upon the success or , failure of crops in 
America or Russia, and on othei causes wholly un- - 
connected with India The dependence of the prices 
in India of commodities winch aie largely expoited 
from, or imported into, India, on prices in the 
world’s markets, is easy to understand This, how- 
* ever, dons not wholly account for the change 
m the general level ot prices, which has been, going 
on in all the principal countries of the world, and 
also in Lidia at the same time 

The explanation of the gieat rise of prices which 
has taken place thioughout the world since, _1897, 
and much more' rapidly since 1914 must be looked 
for amongst those causes which would be capable 
of affecting the puces of all aitiSes at the same 1 
time m the same nay There arc obviously* many ’ 
separate causes which affect the price of any parti- 
cular commodity, such as a shortage of supply, in- 
creased cost" of production, or a sudden increase of 
demand, A^general use of the prices of nearly all 
commodities m a counti y at the same time can, how- 
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ever, only be due to some kind of change in regard to 
money Price is simply a statement of the quan- 
tity of money given in exchange for a unit of the 
goods ; and it is onlv causes which have 1 elation to 
money, or are m some wav dependent upon money, 
which can affect all prices We may proceed to en- 
qniic then what changes in the money or currency 
in use in a country have an effect upon prices. 

The general level of prices in any country depends 
puncipally upon two causes : "(1) the quant ih of 
money, and substitutes for money, in use in the conn- 
tiy;‘(2) the rapidity of circulation of that money. 
We shall see how these causes act. Let us suppose, 
for example, that m all India the total amount of 
money of all kinds in use is 200 crores of rupees 
Let us suppose further that foi some reason the total 
amount of money in the country suddenly increases 
to 400 crores of rupees. Let us again suppose that 
this increase takes place m such a way that every- 
body has twice as much money as he had before. 
He would then he able, if necessary, to pay twice 
the price which he formerly paid for everything 
which he purchased, and yet he would be just as well 
off as before m actual goods In order that every- 
body may receive twice as mueli money as he re- 
ceived before, the prices of all kinds of goods will be 
doubled, and the rates of salaries and wages will be 
doubled In other words, money would be worth 
Dust half as much as it was before 
The second cause, the rapidity of circulation of 
money, has its effect upon prices in a different 
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way. Let us again suppose that the total amount 
-of money in the country is 200 crores of rupees. 
Under the existing conditions of trade, and the pre- 
_ vailing^ habits and customs m regard to the use of 
money, this amount of "money does a certain amount 
of work — that is to say, a certain number of sales 
and purchases are made with it per annum, adding 
up to a grand total of so many hundreds ,of crores 
of rupees. Let us suppose that people change their 
habits, or that the development' of the country with 
roads and railways has made communications more 
rapid In this and other ways, the same stock of 
money (200 crores) may actually be the medium of 
making purchases to a much larger total sum. The 
- money will tend to flow through the usual channels 
of trade so much the faster. It will go, for example, 
from a Government treasury to pay the salaries of 
government employees, through them to shop- 
keepeis, from shopkeepers to banks / From the 
banks it may be paid out again to lailway companies 
and cotton mills to pay their employees, and tlnough 
shopkeepers and wholesale merchants it comes back 
again to the banks, but a part goes to the cultivators 
and through them to the zemindars and back into 
Government tieasunes as land revenue. This circu- 
lation is always going on , but if the circulation be- 
comes more rapid, that is, if the total stock of money 
is “turned over” more often in the year, prices will f i 
rise in the same proportion as the money is more", 
frequently used s 

It is important to notice the difference between 
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these two caused, however. Iu the first ease, there 
is aw actual change m the* quuntitv ot money in the 
country , hut in the .second ease, the change is in 
the habits and customs ol the people, which lends 
to the moic lapid cncnlntmn oi money. The for* 
mei case is piohnhly the one which is responsible 
foi evciy gieat and rapid change m the level of 
prices , foi an> change m the customs and business 
methods of the people is likely to take place slowly, 
so that its effect upon the level of prices would only 
become apparent after a long series of years. 

The next ' question to be consideud is how the 
quantity of money in calculation conics to he in- 
creased Tins may happen m various ways, which 
we shall group under two headings *, (1) forced 
increase of the enculation , (2) automatic increase. 
I have put the loiced tucioase of circulation first 
merely because it is the snnplci to u mini stand : 
the move unpoitnnt in the ea.se of Tndm is (lie auto- 
matic mci ease 

The foiccd mcicase of cueulation will he easily 
undeistood if we considei first a rather fanciful ex- 
ample Lotus suppose, foi a moment, that it v ore 
possible ioi Government out of its balances and 
moneys laiscd on loan to bu\ at au average puce of 
Bs 53 pei 100 tolas enough silvei to com 100 mores 
of rupees At this price Government, after paying 
the cost of coinage, would make about 8 annas pro- 
fit on eveiy lupee If would make altogether about 
50 ci ores of rupees profits , and if Government* 
wanted to make any big expenditure either for* 
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] carrying on war, or for making great new .railways 
j and irrigation canals, it might conceivably adopt this 
method All this extra expenditure would be made 
out of the stock of rupees which was thus so profit- 
ably coined. These being legal tender, people- 
wouldbe forced bo accept them ; but the total number 
of rupees m circulation would be rapidly increased, 
and this would bead to a general rise of prices A 
much simpler method than coining so many rupees 
\s_to' issue a huge quantity of paper money and to 
force people to accept it by law. This was done in 
different countries at various times long before the 
war ; it was resorted to gi eatly during the war, and 
is being done most particularly by the Government of 
Russia at the present time If Government wished 
to incur expenditure far greater than its revenue 
from taxation, it could adopt this method of meeting 
it, forcing people to accept currency notes in 
exchange for their goods, and for their labour 
This agam would be a forced increase of the circula- 
tion and of couise prices would rise In proportion 
as iirices rise so is the cunency “ depreciated ”, 
that is to say, reduced m purchasing power It will j j 
be realised that a iorced issue of token cuircncy or j 
paper money has the effect of transferring so much I > 
“ spending power ” fiom the people at large to j 
Government It is like a forced loan without >; 
mteiest, levied upon the whole population 

The extent to which this method of financing their 
heavy expenditure was lesoited to by various Gov- 
ernments duiing the Wai is not sufficiently realised. 
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Every country at war issued vast quantities of 
papej money, either through the .State banks, or 
directly by Government — m most emms, tlie latter. 
According lo home statistics collected m America,* 
the paper cimencj in existence injifleen of f ho 
piincipal countries of the world at the beginning of 
the Avar amounted to 1 he equivalent of 1,000 crorei 
of lupees, calculating the money of each jounhy 
accoiding to tlic par of exchange At the end of tin* 
"War tlicbc same countries bad m circulation 8, w 90 
crores ol‘ liipces wortli of paper mono), calculated 
at its nominal value This nmans that the paper 
currencies of tliese count ncs vere increased to fit 
times what they veie before the war It i 4 - not a 
matter for surprise thcrcfoic that prices have risen 
enoimou8lv m Euiopean countries. The above 
figuio (Rs 8,800 croies) gives the circulation nt the 
end of 1918, soon after the cessation of hostilities 
Almost cvci> European Government vas compelled 
to go on issuing mote papei money dining 1010, and 
many in 1920, so that the cii dilation at the present 
time must he consideiablv great ei It nmv lie add- 
ed that the above-mentioned figures of the paper 
currency in existence at the end of tho war do not 
include the i cubic notes issued by the Bolshevik 
Government Biumg the iiist eighteen months of 
its existence that Go\ eminent is ^aid to have issued 
paper money equivalent m nominal value to the 
enormous sum ofJL6,000 cioies^of rupees, or about 

'Berniers’ Magazine (New Yoik), Yol XCYHI (1919) 
page 070, , '* 
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32 times tlie entire circulation of metallic and paper 
money in India. « W y ■ f "*• y 

' When the quantity of money in use in any country j 
increases rapidly from any cause to a greater extent J 
'than, tlie increased pioduction of commodities, the* 
invariable result is a rise of prices The cuirency 
is then said to b &<yn$gj&d. As has been pointed out 
above, such inflation of the cuirency may come about 
in various ways, which may be grouped under the 
, headings of (1) a forced increase of the circula- 
tion ; and (2) an automatic increase of the circula- 
tion. The foimei method has been briefly consider- 
ed , and we shall now proceed to consider the 
various ways in which an automatic inflation of the 
eurrencv and of credit may come about. 

Inflation of Credit and Currency 

In saymg that the increase is automatic, we mean 
it happens without anybody intending to increase 
the total amount of money. It results indirectly 
from certain economic conditions which are bound 
'to have that result, because they either cause an 
inflow of money into the country, or create sub- 
stitutes for money within the country which increase 
the effective volume of the circulating medium. 

The term “ substitutes for money ” is one which 
must be carefully "explained" It may be taken to 
include all those documents and ways of represent- 
ing money which are used by merchants and ban- 
kers. Whenever a person of good credit promises 
to pay money at some future date, that piomise 
is capable of acting in its effect upon prices as if it 
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were money. The commoner, form of sneb pro- 
mises is the Inindi Hankers create a kind of credit 
money which can he paid by one person fo another 
by the use of cheques. Money on deposit with' n 
banker which is subject io wdbdinwnl on demand by 
cheque, may be drawn in the shape of coin or cur- 
rency notes , 01 it be transfmied by cheque 
either to some other person's, account In the same 
bank, 01 to the cmlit of somebody m another bank. 
These Iransfeis of ciedit greatly exceed in value the 
actual withdrawal of coin Tiii< credit money h»*hl 
until hankeis is therefmc a Mrbsiitntc for money. 

All substitutes for money net upon pi ices exact- 
ly m the same w.i\ as money itself. We h.i\o seen 
m previous chapteis that a cmrency note iepresent c 
so much gold or Silver, and may he exchanged for 
it In the same wa\ a In null represents so much 
money, if the credit ol the drawei, or drawee, is 
good. If a hank is believed to be sound, the amount 
of credit money which the banker keeps at the dis- 
posal of his customers also represents so much stan- 
dard money because the depo‘ it may at any time ho 
drawn out in the shape of standaid money. In a 
gold standard countiv, all those substitutes for 
money actually repicsent gold , and an increase in 
the quantity of the substitutes foi money has the 
same effect upon prices as an increase of the quan- 
tity of standard money oi token money in circula- 
tion would have 

We may now consider in wliat wavs an automatic 
increase of the circulation may come about. There 
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are two ways in which this happens : (1) by an ex- 
tension of credit in the country itself ; (2) as a result 
' of a favourable balance of trade caused by a rise of 
prices in other countries. 

An extension of credit may come about within a 
country m several different ways Let us take the 
simplest case first Suppose that in a certain town 
the custom is that everybod} r must pay cash for 
everything at the tune of purchase. Suppose now 
that the custom is suddenly changed, and that all 
the merchants and shopkeepers give three months 
- credit to some people and six months credit to other 
people The public can now buy large quantities of 
things which they do not have to pay for until several 
months later Their buying power is gkeatly 
extended, and puces would suddenly rise and 
continue nsmg for two or thiec months until people 
had exhausted the additional buying power which 
the extension of credit gave them Notice that, so 
long as this long credit continues to be granted, the 
effect is the same as if there were more money in 
circulation, for A who has bought goods from B 
may sell them to C for cash or prompt payment 
before he has paid B 

Theic is another way in which credit is extended, 
and that is through the agency of banks and the 
system of payment by cheques. In a sense the ban- 
ker makes ciedit money He gives a loan to A which 
enables A to purchase many goods which he pays 
for by means of cheques drawn upon Ins account in 
his bank. Now the persons from whom he buys thef 
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goods pay his cheques into their own banks, where 
the amounts of money they represent arc added in 
the banks’ books to the deposits held on behalf of 
those customers But each of these banks has many 
customers, and to many of them loans are granted ; 
and the persons who thus get loans from their 
banks pay the money so received into oilier banks. 
Consequently, every bank in which the public has 
confidence receives deposits which enable it to con- 
tinue making new loans Tims both the loans and 
the deposits go on increasing at the same time. 
The increase of deposits does not represent any 
increase m the actual money of the country ; that 
is to say, any increase either of the coins or the 
currency notes m circulation It is purely 11 bank 
money,” or credit money, which is utilised to make 
payments by means of cheques, hills of exchange 
(hundis), and other paper documents 
It is true that every customer has the right to 
demand from the hank the payment of his deposit 
in actual cash, that is to say, legal tender money, 
either corns or notes This is one of the two con- 
siderations which prevent bankers going on manu- 
facturing credit money without limit, in which ease 
they could enormously enrich themselves at the ex- 
pense of the community, raismg prices throughout 
the country Since, however, they are liable to 
pay for the deposits m gold and silver, they must 
keep an adequate reserve of legal tender money 
actually in the vaults of the hank to meet all pro- 
bable demands upon them The banker always 
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keeps account of the quantity of gold and silver, or 
currency notes, which he has actually in his posses- 
sion, and if this becomes reduced to less than one- 
fourth or one-fifth of the deposits repayable on 
demand, he makes great difficulties about granting 
new loans, and tries to call in the old ones, so as to 
have more cash at his disposal 
The second consideration which prevents the 
banks making unlimited loans, and* thereby receiv- 
ing unlimited deposits, is the question of the securi- 
ty which the borrowers can give. The banker lends 
only small amounts on personal security, and he 
requires some tangible property as security for 
most of his loans. Certain kinds of goods and pro- 
perty are accepted by bankers as security, mainly 
those kinds which can be easily sold, if necessary 
"When such lands of property increase in quantity 
throughout the whole country, then an extension 
of credit is practicable -without the bankers incur- 
ring any more risk, and they eageily seize the 
oppoitumty , and so the total amount of credit 
money m existence increases This happens when 
harvests are exceptionally good The bankers will 
lend upon the cotton, the wheat, and all the other 
crops, and these crops are thus turned into money 
as soon as they come off the fields ; or in America 
even befoic the harvest is leaped 
Bankcis are always pleased to lend upon Gov- 
ernment _sccuiities , and the more loans the Gov- 
eminent issues, the more can banks manufacture 
credit money. This is what happened on such a 
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large scale m England and oilier countries during 
the wai The British Government issued hundreds 
of croies of lupecs woitli of w<u loan stock Many 
people who bought this loan stock took it to then 
bankeis and hoi i owed nmc-tenths of the lalue of 
the loan stock fiom their hanks, j and with the 
money so obtained subsciibcd lor moic war loan 
stock, which a gam the}' took to the hankers and 
hoi 1 owed more money on that secui lty. It is obvious 
that in this way the quantity of bank money in ex- 
istence must have increased enormously; and m 
fact the deposits in English hanks (excluding the 
Bank of England*) did meiease dining the war 
fiom the equivalent of 1,070 mores of rupees to 
2,300 croies of rupees (converting at 2s. in each 
case) f This was the pimcipal cause of the great 
use of puces m England 
It was stated above that the second way in which 
the circulation may be automatically increased is 
by a favouiablc balance of trade This eithei bungs 
great quantities of money into the countiy, m the 
form of actual gold and sihei, oi leads to the issue 
of cunency notes by Government against an meiease 
of the invested poition ot the icseivc which is held 
m a foreign countiy No doubt theie was some ex- 
tension of ci edit m India dui mg the war, and some 
creation of hank money , hut it was very small com- 
pared with the extension of credit which occui led 
m those countries of Eui ope which weic actively 


"The deposits m winch belong mainly to other banks 
iTho increase was from £1,070,000,000 m 1914 to aboi 
£2,300,000,000 on 31st December, 1919 See Bankers’ Magesti 
(London), 1920, page 468 . J 



CAUSES OF THE RECENT RISE OF PRICES 285 

engaged m the war The result of great rises of 
pnees in England, France, and other allied coun- 
tries, was that they exported fewer goods to India, 
and imported enormous quantrties of raw material 
and food from India, for winch they were ready to 
pay veiy high prices There being a large balance 
of payments due to India J the Secretary of State 
sold Council bills as fast as possible in London 
and accumulated thcie many millions of pounds 
English money The Government of India issued 
currency notes in India to pay these bills, and the 
money m London was invested Those investments 
were counted as pait of the reserve for the issue of 
the currency notes A laige part of the money 
obtained by the sale of Council bills was also used to 
pui chase silver and biing it to India for comage, 
°o that the circulation of rupees in India enormously 
increased The high pnees abroad and the needs of 
the Indian Army led to all producers ni India — the 
cultivators, the factory workers, and, unskilled 
coolies — being able to obtain much higher remuner- 
ation loi theii woik than evci befoie In this way 
the huge amounts of money which came into India 
thiough the favouiable balance of payments became 
distributed giadually throughout the population ; 
although first of all the merchants, mill-owners, and 
other employers had the opportunity of making 
great piofits befoie the people at large awoke to the 
fact that they could obtain highei prices for their 
labour In one way or another, the increased 
amount of money which had come into India became 
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distubuted throughout the population, and as it did 
so, so did puces in general rise 
The foregoing is a nearly complete explanation 
of why the general level of prices in India rose so 
greatly duiing the war It will ho observed that 
the ideas of most people on this subject are entirely 
wrong They blame the merchants and the finan- 
ciers for withholding goods from the public in order 
to increase prices, and many people think that Gov- 
ernment is m some way responsible for prices ns- 
mg so much , but these ideas are entirely wrong A 
few cases occurred no doubt where merchants anti- 
cipated a future shortage of goods and held up 
stocks foi a few months, so that prices rose at once 
instead of at a later date A notorious example was 
the corner in salt which greatly raised its price 
in 1918 This was due to the fact that imports of 
salt by sea had been greatly reduced and stocks 
wore already small m certain places The very 
great increase of the price of cotton cloth too was in 
the fii st instance due to the special causes connected 


with the war, paiticularly the shortage of pioduc- 
tion m England, the very great increase of the cost 


of the cloth made there, and the increase of freight 
rates to India But these special causes only anti- 
cipated a little the rise of puces which 1 was taking 
place for all commodities and must have taken place 
toi these paitieula! commodities a year or so later 
i iC ldea that Government was responsible for 
raising puces is obviously false ; for the rise of 
prices in Indm was due to the great rise of prices in 
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other countries, caused by the war, which led to 
such vast quantities of money being sent to India to 
purchase our goods The Government could only 
have stopped this by cuttmg off our exports more 
than it actually did, which would have greatly 
handicapped England and her Allies m the pro- 
secution of the war, and might conceivably have led 
to defeat mstead of victory 

Many people have been puzzled as to why prices 
should have continued rising after the end of the 
war They could understand that prices would 
necessarily rise whilst fighting was actually in pro- 
gress, but thought that immediately it was over, 
prices would begin to go down again. There are at 
least three reasons why this did not occur. In_the 
first place a very great shortage of commodities of 
all kinds had resulted fiom the war. Consequently, 
thioughout 1919 there was a very active demand for 
many commodities which India supplies ; secondly, 
the Governments of Europe and America had enor- 
mous armies in the field, and it took more than 
twelve months to carry out demobilization All this 
involved continuous expenditure, and the various 
Governments were still issuing loans and still put- 
ting more paper money mto circulation in older to 
meet these chaiges Thethrrd reason is that, owing 
to this further inflation of the cunency, prices in 
other countries of the world still continued rising ; 
and the rise of prices in India, which had always 
lagged behind, had still to overtake prices outside. 

During 1919 Government took the only step which’ 



ass CAUSES OF Tirr, KKCHKT KISH OF PRICES 

could pi event n further rise of pi ices owing to the 
same causes, namely, raising tin- ink of exchange, 
which made il less piofdable for forntmers to buy 
goods fiom India and iet> piofHabb* tor us to bu) 
goods fiom nlnond, Thus the gient stream of 
liioiiox coming into India lur- checked ; and, a 1 ' df c * 
cubed m an eailiei chapter. the balance of trade 
turned stionglv against India m 1920 and continued 
so m 1923 and 1922 

Pi ices began to fall in the great comtneicinl coun- 
tnes of the woild in the Mtnmmr of 1920 ; and ns 
usual the movement extended to India a few months 
latei A general fall of prices in foreign countries 
increases the impoit tinde, n<ni become*- moic pn>fj‘- 
able to buy abroad, and decreases the export trade ; 
so that the balance of indebtedness turns against 
the country, and money leaves the country. The 
advcise balance oi Unde in 3920 and 1921 led to the 
cxpoit of much gold and silvei, and the sale of 
leverse Councils led to a conti action of the paper 
cunencv circulation So soon as expenditure on 
behalf of the Bntish Government was stopped, as it 
was late in 3920, the expoit of money and the con- 
ti action of the calculation made a fall of pi ices inevit- 
able f oi tlie same masons that an inflow of monoi and 
expansion of mentation cause a use of prices. There 
seems to bo no doubt that mo are now entering on 
a long peuod of declining puces flnougliont the 
woild, and tins must automatically cause a conti- 
nuous fall of prices m India, which lull he a welcome 
relief to the population. 
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During 1921, however, the fall of prices in India 
was so slight as to be hardly noticeable. The con- 
tinuance of high prices in this country has been in 
marked contrast to the extensive fall of prices in 
England, America and other countries during 1920 
and 1921. ! 

During the first-half of 1922 prices fell only slightly, 
in India, and exchange weakened still further and fell 
to la. 3d. This was due largely to the fact that 
deflation, which commenced in 1920, was not 
proceeded with, mainly on account of the continued 
excess of Government expenditure over revenue 
which led to temporary borrowing on a larger scale 
by the issue of Treasury Bills Deflation means 
contraction of the circulation, and is carried out by 
withdrawing notes and cancelling them instead of 
paying them out again or into a bank. The cancel- 
lation of notes involves reducmg the funds available 
to banks and the money-market, and to do this top 
fast might cause a commercial crisis, 
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SOME POPULAR PA OLA Cl ICS 


Tlicic is prolmbh no subject nhich im c her n 
btudicd as a science m which popnhn opinion 
frequently stia\s hom the truth ns in economics. 
Nohod\ now i onlines seriously to assort that tin* 
sun moves round the eaith, 01 that foiocasis of the 
weatlioi slump] bo made Pom the plm s 'V l - of tin* 
moon and plnnetb The popular mind is \oiy apt 
to jump to coneluMons and to loa^on from the 
particular case to the geneinl 11 omits to tale 
account of modifimg fnctois— and does not dis- 
tinguish between the immediate and ultimate effects 
of a cause Even business men, who aie ttioioughlv 
acquainted with the facts ol commerce, monos , and 
exchange, fiequcntly form wiong opinions ns to 
economic causes and effects because thes have had 
no training m economic minis sis and so have not 
been accustomed to search out and allow lor all the 
various factors which enter into the causation of a 
particular phenomenon 

On the other hand, many popular fallacies arise 
simply because people fail to take the right point of 
view A good example of this is the accusation 
sometimes made against the Government that it 
caines out its cunency and exchange operations 
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more with a view to making a profit than for the 
benefit of the country Now, it cannot be denied 
that Government does generally make a profit out of 
the coinage of rupees and subsidiary coins of silver 
and nickel, and that it sometimes makes a profit but 
-of exchange operations, just as it- sometimes makes 
losses Furthermore, the issue of paper currency 
is a source of profit to Government m normal times ; 
for the interest upon the secuiities in the Paper 
Currency Beserve, amountmg to about Bs. 2 crores 
per annum, is no inconsiderable addition to the re- 
venues of the country. 

The fallacy is obvious immediately it is consider- 
ed what the words mean Those who blame the 
Government for making a piofit seem to imply that 
Government is something apart fiom the people in 
the country — that it is a gigantic trading corpora- 
tion, making profits out of its functions of Govern- 
ment and sending those profits abroad This idea 
might have had some shadow of truth in the old days 
of the East India Company, though that Company 
usually made only a very small profit out of its 
cunency and exchange operations The Govern- 
ment of India, as it now exists, and has existed for 
70 yeai s, has no revenues apart from the revenues 
of the country as a whole It has no private pocket 
into which to put profits ansmg from currency and 
exchange If these ^peiations do produce a profit, 
as thev frequently and lightly may, such profit 
forms part of the revenues of the Indian Empire. 
It is a source of income to Government, just as are 
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profits in the working of railways and irrigation 
canals. If there were not some profits from the 
currency and exchange, additional taxation would he 
necessary to make up for revenue thus lost. 

It will he seen therefore that the question of pro- 
fits on these financial operations of Government 
must he judged simply on the same basis as the 
question of profits from the commercial services, 
and such questions as whether or not a certain tax 
should he increased. That basis is whether certain 
particular classes of persons will he adversely 
affected thereby in comparison with others. It is 
generally recognised that in imposing a new. tax, or 
in increasing an old one, this should not be done so 
as to place an undue burden on any one class or 
community. From this point of view profits deriv- 
ed from comage and from the issue of paper cur- 
rency are peculiarly free from objections because, 
when regarded as a substitute for a tax, the alight 
burden they cause is more evenly distributed over 
the whole population than any tax possibly conld 
be. 


In the controversy winch raged for several weeks 
after the publication of the Report of the Indian 
Currency Committee (1919) theie were not wanting 
speakers at public meetings and coi respondents of 
newspapers who asserted that the Committee’s policy 
was deliberately conceived m the interests of British 
financiers These gentlemen merely revealed their 
ignorance of the Committee ’s proceedings Any one 
who reads the Report, and studies particularly the 
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questions put to witnesses and their answers, wh * 1 
are printed, verbatim in the volume of Minutes ’t 
Evidence, must be convinced that the Committee) 
whatever the value of its report, had solely the future 
interests and welfare of India as the object of its 
deliberations and recommendations 

Our attention may now be turned to a fallacy 
which is very widely held and was continually as- 
serted as an almost self-evident truth in the con- 
troversy following the adoption by the Government 
of the policy of a high exchange It was asserted 
that the flung of a high rate of exchange would per- 
manently affect the Indian export trade, and that 
not only the merchants, but the multitude of ryots — 
the poor producers of cotton, jute, hides and so 
forth — would bear the burden of the Government’s 
policy Furthermore, it was asserted that the high 
exchange would tend to destroy Indian industries — 
at any rate, that it would delay and retard their 
growth because of the competition arsmg from the 
importation of foreign goods at .lower prices 
These fallacious arguments are very plausible ; and 
they carry conviction to thousands simply because 
there is some truth m them when applied to a period 
during which exchange continues rising. They are 
not true, however, when exchange remams station- 
ary at a high levnl 

The question whether the fixing of a high rate of 
exchange is permanently prejudicial to Indian m- 
teiests or trade is, however, one which involves 
economic theory ; and without a comprehension of 
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underljmg economic tendencies, the correct view 
will not he reached A study of the evidence sub- 
mitted to the Currency Committee, mid of their 
questions, makes it quite cleai that the opinion of 
the Committee was that, although the actual rise 
of the late of exchange from a low to a higher 
figuie must undoubtedly cause considerable econo- 
mic disturbance and be therefore for a time pre- 
judicial, particularly to the export trade, the effect 
would not be pcimanent They anticipated that a 
new eqinhbiium of prices m India and in foreign 
markets would come about, and that the future 
growth of Indian tiade and industries would adapt 
itself to this new pi ice level The net effect would 
be that Indian industries and tiade would, after 
recoveimg from the difficulties of the transition, 
prospei just as much at a high rate of exchange as 
at a low rate TJnfoitunately the Committee, whilst 
evidently holding this view, did not give a clem 
explanation of it — indeed they scaicclv attempted 
to do so It is of mteicst, therefore, <md of some 
importance as a basis of a correct judgment of ex- 
change policy, to attempt an explanation of the 
reasons why the Committee s mews undoubtedly 
are correct 

The effect of a high exchange upon trade and 
industries can become clear only if we consider the 
relation which usually prevails between the level of 
pnccB m geneial and the exchange rate In normal 
tunes, as before the wai, there existed between every 
country a-balance as between the level of prices in 
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tliat country and the world’s market m general 
For example, India had prices at a certam level, 
the exchange rate stood at Is 4:d, and the prices m 
the woild’s markets weie at a certam level At 
these levels of prices, certam commodities were 
cheaper m India than outside and weie exported, 
whilst other commodities were cheapei m other 
countries than heie and were imported into India. 
It may be said that in international trade prices 
within the country are balanced against prices out- 
side the country thiough the late of exchange 
There are three thmgs capable of varying (1) jd rices 
outside the countiy , (2) the rate of exchange , and 
(3) pi ices within the country If any one of these 
tlnee factors be changed and one remain unaltered, 
then the third one must change to balance the altei a- 
tion of the first Thus, if, during the years befoie 
the wai, exchange had been aibitranly juit up, say, 
to Is. 8d , prices m the woild’s maikets would have 
remained much the same, .and the general level of 
prices in India would necessarily have fallen 
Again, if prices outside India had risen very rapidly, 
and the exchange late had remained unalteied, then 
Indian puces would have had to rise also to restore 
the balance That is, m fact, what actually did 
occur during the fiist thiee yeais of the wai 
Since August, 1917, however, when the price of 
silver compelled Government to raise the exchange 
rate, the equilibrium was partly re-established by 
means of the higher exchange level The rise of 
prices m 1914-1917 was always following the nsQ 
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of prices in Europe and the world’s markets, but it 
was lagging behind, the rise occurring more slowly, 
because the expansion of the cm reney in India was 
slow to affect the vast area of inland trade. As 
Indian prices lagged behind, it meant that the rais- 
ing of the exchange rate m recent years had the 
effect, not so much of reducing prices in India, as 
of stopping the further rise which would have gone 
on in response to the continually rising world prices. 

The ground is now clear for us to examine the 
results of the rise of exchange , and these may "be 
compared with what would have happened if ex- 
change had not been laiscd We may consider 
first of all the transient or temporary effects and 
afterwards the permanent results The first effect 
of a rise m the exchange rate is to stimulate imports, 
and at the same time to check exports The im- 
porter finds Ins rupee will buy more of the foreign 
monies than before, so imports are cheapened in 


terms of rupees On the other hand, the exporter 
commonly sells his goods at prices fixed in pounds 
sterling, 01 m dollars Whilst exchange is actually 
rising, he loses on individual transactions (except 
in so far as he can cover his sales by opposite trans- 


actions), because he realises payment some tim 
after having made his purchase of goods for sal 
and finds his sterling hill worth so much less h 
rupees The rise of the exchange rate also affect 
sales, because the exporter is obliged to sell at £h< 
market price m the world’s markets, and this price 
whoa translated into rupees at a higher esehjmg, 
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rate, means a greatly reduced profit, or even a loss. 
The result is that the rise of the exchange rate 
depresses the jpnces of commodities of export, 
excepting only those for which India has an almost 
- complete monopoly of supply. 

In the case of jute, lac, and other commodities, of 
which India is piactically the only important pro- 
ducer in the world, the prices in the world’s markets 
are bound to rise in response to the rise of the rate 
of exchange. They did*in fact do so in 1919, the rise 
of the price of lac during the later months of that 
year having been directly due to the rise of the Indian 
exchange. In the case of a number of commodities 
of which India supplies a considerable part of the 
world’s supply, the rise of exchange has the effect 
of withdrawing from the world’s markets such part 
of the Indian supply as was available only at com- 
paratively high prices , and thus it has a partial 
effect m raising the world’s prices. In the case of 
such commodities as hides, tea, nee, sandalwood, and 
a number of otheis, the world cannot get on for long 
without using India’s supply, and thus, as European 
and American stocks become partly exhausted, the 
world price must use sufficiently to draw from India 
the greater part of her former supply On the other 
hand, m the case of commodities of which India 
supplies but a small part of the world’s total supply, 
the price in the world’s markets will not respond to 
the rise of the Indian exchange, and the supply of 
these commodities from India may cease altogether, 
or can only be continued at a lower cost of production 
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-^-in other words, wages and profit* must foil, or 
cheaper means of producing the commodity must he 
found, as by introducing improved methods or 
machinery 

Thus we have three classes of commodities : (1 1 
Those in which India has a mmiopoly, and the prW 
rises in the world’s markets to a degree equivalent 
to the rise of exchange ; (2) those m v hich India 
has a partial monopoly, and thou* is n rise of price 
in the world’s markets sufficient to compensate par- 
tially for the rise' of exchange ; and (3) tho*e m 
which there is no monopoly and no resulting rise in 
thc'world’s market price, so that until the cost of 
production m India is reduced, its export trade 
m these commodities must he greatly reduced. The 
foregoing aie the temporar} and immediate effects 
of the higher exchange on the export trade and 
industries The permanent effects will be examined 
latei m this cbaptei 

In the enso of the import trade, a ri*c of the ex- 
change rate must at first prove embnnassmg to 
certain Indian industries which make goods in com- 


petition with foieign supply , for example, facloncs 
making soap and glass and iron and steel goods 
should theoretically find the competition of impelled 
goods more sevcie after the rise of exchange. In 
actual fact, not much trouble was experienced 
in India fiom this cause during the period of high 
ewkango m 1919 and 1920, because prices in most 
of tier world’s great industrial countries were risin- 
concurrently with the rise of exchange, so the rise of 
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exchange did little more than keep the prices of 
many imported goods stationary, and the Indian 
producer had still a considerable margin of profit. 
When world prices started falling in the summer of 
1920, exchange was already on the downgrade. 

Permanent Effects of Higher Exchange 'l 
The effects of the rise of exchange as just ex- 
plained, are fairly well understood by the commer- 
cial community In actual fact the very heavy 
adverse balance of trade during 1920 and 1921 has 
led to the fall of exchange to a figure lower than 
that corresponding with the old rating of Bs. 15 to 
£1. This has delayed the realization of the new 
currency system established by the legislation of 
1920, the object of which was to fix exchange per- 
manently at 2s It may be supposed, however, that 
the adverse balance of trade will woik itself out 
before the end of 1923, and that, if there be no revers- 
al of the Government’s policy withm that period, 
'exchange will gradually rise, with- fluctuations. 
The rapidity and extent of the rise of exchange will 
depend upon many factors, including the revival of 
demand and the course of prices m foreign markets 
An equally important factor, however, will be the 
internal level of prices , and this will depend on 
the one hand on the activity of trade m India which 
depends on the monsoon, and, on the other hand, on 
the vol um e of the rupee circulation The latter is 
a more important factor than is generally realized, 
and falls naturally mto two divisions . the total net 
issue of paper currency, and the quantity of silver 
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rupees in circulation If these two taken together 
are diminishing quantities relatively to the volume 
of trade which has to he financed prices tend to fall 
aud the export trade increases relatively to the im- 
port trade. 

Assuming that the present policy is maintained, 
that the paper currency circulation is further dimi- 
nished, not meiely hy the encashment of notes, but by 
1 educing the notes outstanding against securities, the 
hnntation of the total volume of currency must ulti- 
mately have a predominating effect upon exchange. 
By the expedient of contracting the rupee circulation 
Government could in course of time force the 
exchange up to any level desired 1 

It is not a discussion of the “ impossible ” or even 
the “ unlikely,” therefore, if we proceed to assume 
that Government might yet realize its declared policy 
of raising exchange to 2s and maintaining it per- 
manently at that level It is worth while fully to 
consider what would be the economic effect of this 
policy, and whether, as is feared in some circles, a 
permanently high exchange would have a prejudic- 
ial effect upon India’s commercial and industrial 
future We have already examined the transitory 
effects produced by a rise m the exchange rate. 
These are of the nature of what economists call 
“ short-period effects ” When the exchange rate 
has been altered and it stands permanently at a 
higher level, many economic re-adjustments take 
place which eliminate the transitory profits and 
losses which are characteristic of a period during 
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which exchange is rising The permanent effects 
of a rise* in exchange are somewhat obscure, and can 
only .clearly be understood by comparing the situ- 
ation resulting from the higher exchange with the 
state of thin gs which would have prevailed if ex- 
change had remained fixed at a lower level. 

- " Let us assume that exchange remains fixed for 
several’years at Is. and is then rapidly raised to 
2s. and maintained at that level. When exchange . 


is at Is 4d. im porters and exporters adjust their 
trade to that rate of exchange The importer cal- 
culates wliether when he has to pay Rs. 15 per £l, 
or Rs 3 for one dollar (on gold basis), it is profit 
able for him to import at the price quoted in Englan 
or America. If ho sees a good piofit he buys , an 
the competition of importers doing the same bungs 
down f the price of the imported article in ^ ° 
a level which corresponds with the price m ng 
or America multiplied by the rate of exchange 


;erms of rupees. „ , „ tt p 

The exporter makes ar he 'em pur- 
mcertains the lowest price at whien 

Iliase the goods in e" akes 

rency at the prevailing rate of jf the 

Ins offer to the foreign buyer on ^ ^ make a 
Endian price thus converted is ^ s00 n 

big profit ; and many other price 0 f the 

come into the business and foreign 

goods in India and lower the price® 

markets in which they are imported and 

In' this way the prices of both imp 
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expoited goods in India become oqu sited with the 
‘foreign prices multiplied by tlic rule o£ exchange. 
Let^us assume now tliat tbo rate of exchange is 
gradually raised to 2s. and thereafter is permanent- 
ly maintained at that level As we have already 
seen during the change some persons will profit and 
other persons will lose, according to the nature of 
the stocks of goods which they hold and their 
contracts and commitments. "When these transitory 
effects have worked themselves ont the net result 
will be that prices in India will have readjusted 
themselves to the new level of exchange Importers 
will still calculate in the same way, and will find 
that they can make a profit at a lower selling price. 
Competition of importers will therefore bring down 
the price in India m the same proportion as exchange 
was raised. Exporters will find that they cannot 
make a profit if they export goods bought in India 
at the prevailing level of prices. The export trade 
languishes, therefore, until the price of the Indian 
goods has fallen m India and risen in foreign 
markets sufficiently to connterbalance the new ratio 
of exchange 

The effect of the high exchange is to reduce the 
prices m India, both of goods imported and goods 
exported But practically all goods may be either 
imported or exported If the price of any land of 
article does not fall when exchange is raised, that 
kind of article, or substitutes for it can be imported 
at a profit and thus its price will be forced down 
It is clear therefore ihat when the higher level of 
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exchange is established and maintained unaltered, 
a reduction of the general level of prices in India 
must take place by a corresponding proportion. 
There is, in fact, an inexorable equation which must 
be satisfied. If P means price in foreign countries 
and p the puce m India, and e the rate of exchange, 
then it must always be true in the long run that : 

P x e = p. 

This equation must be satisfied after the period 
which is necessary for the various economic adjust- 
ments to take place — say, two or three yeais 

The meanmg of the equation will be perfectly 
clear when it is expressed in figures If we denote 
the price-level m foreign countries by 100 and m 
India by 1,500 when exchange is Is 4^., we may 
■write — 

100X Rs. l5=Rs 1,500 

and, the new level of puces resulting from the rais- 
ing of exchange to 2s. will be represented thus — 
lOOxBs 10=Rs 1,000 

In other words the price-level in India will have 
fallen in the pioportion of 150 to 100, or to two-thirds 
of its former level 

It may be said that this is quite a simple equation; 
but that it does not prove that Indian trade 
and industries will not be injured by the per- 
manently high level of exchange No obvious proof 
can be given to a person who is not acquainted with 
the economic causes which determme prices The 
price which tends to be established in any market 
is such as will call forth from the sources of supply 



804 


gOME POPULAR FALLACIES 


BUC li a quantity per annum as 17111 be absorbed by 
the demand at that price Various parts of the 
total supply are piodueed at diffei mg costs of in- 
duction ; also the quantity demanded becomes 
large the lower the puce Hence, there must be 
some point at which the two balance ; and ibis price 
will actually become established unless disturbing 
factors intervene The establishment of a lower 
level of puces m India will gradually extend to all 
kinds of goods and services Wages will be lowci , 
and even rents of land and houses, unless other eco- 
nomic forces, such as growth of population, over- 
ride the general effect of exchange With trifling 
exceptions due to local or special causes the costs 
of production of all goods will fall m the same pro- 
portion as the general price-level. Thus, the full 
volume of the annual supply of the commodity will 
be maintained at the lower price, and the profits 
will bear the same proportion to the puce as at 
the former higher price-level When all the econo- 


mic adjustments have come about the i elahve prices 
of all goods and sei vices will be the same as they 
were at the higher price-level All that will have 
happened will he that the purchasing power of the 


rupee in terms of quantity of commodity purchased 
will he increased m the same ratio that exchange is 
raised Whereas now the rupee will buy only 2 
yards of Indian-made cotton cloth of a certain 
quahty it will then, with exchange at 2s , buy 3 
yards of the same quahty owing to the lower price 
ve -in India ; and the price of wheat will, on Hie 
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average of good and bad seasons, change from six 
seers to nine seers for the rupee. When exchange is 
permanently high all work and trade will proceed as 
profitably as if exchange were low, the only differ- 
ence being a lower level of prices in general We 
may remember the formula : High exchange, low 
prices , low exchange, high puces. 

The piocess of readjustment cannot, however, bo 
equally smooth in all mdustnes Barber m this 
chapter we distinguished different classes of indus- 
tries , and we may enquire briefly how the economic 
readjustments, resulting from fixing and maintain- 
ing a high rate of exchange, will affect each class 
The “ national monopoly ” mdustnes, such as jute 
and lac, were, as we saw above, able to protect them- 
selves by obtaining a eonespondmg rise in tho 
woild’s market pi ices , but this will be a temporary 
rise of price only, because with the lower general 
level of prices m India, the cost of production in 
these industries will gradually fall Ther£ is ffo 
real monopoly, because the multitude of producers 
of both jute and lac do not combme to maintain 
prices By competition amongst themselves, their 
sale price will be reduced to the cost of production ; 
and this latter will fall to a level cot responding 
with the rate of remuneration prevailing for people 
of the same standard of living and having a similar 
degree of skill in other occupations The cost of 
production, indeed, is bound to find its own level 
The only obstacle to its f ailing would be found where 

rents of agricultural land were formerly below the* 

2 b 
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economic level and, having been raised, it would be 
difficult to get them down again. However, culti- 
vators of jute, cotton and similar export commodi- 
ties, have probably not been prospering long enough 
for rents to be pei manently i aised 

The industries of class (2), producing goods in 
which India has a pai tial monopoly, or a huge share 
of the world’s supply, unit be affected in a similar 
manner to the above deseubed u national ” indus- 
tries ; and then cost of production rvill also settle 
down to the new general level of pi ices. The third 
class of industries, those in which India has no 
monopoly, will gradually lecover their places in the 
world’s markets, as there will he a coriesponding 
fall of the cost of production in those industries 
The general economic law of international trade, 
called in its old fashioned statement “ the doctrine 
of comparative costs ”, comes into effect. Prices 
and costs of production must readjust themselves, 
bo that the commodities which India can produce 
comparatively more cheaply than other commodities 
will take their place m the export trade of the 
country. This is true in the case of every com- 
modity up to a certain limit for its volume of pro- 
duction in the country— or up to a certain “ mar- 
gin,” as economists say, which is determined by the 
law of diminishing returns 

The net lesult is that, after the period of readjust- 
ment, which may take fiorn three to five years to 
complete itself, all the industries will be in the same 
relative position to one another as before the rise 

i 
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of tlie rate of exchange This will undoubtedly be 
the general result, the only difference which may 
remain being the above mentioned case of rents, and 
such improved methods of production as may have 
been introduced mto industries in the meantime, 
perhaps as the result of the need of more economical 
methods of production when the pressure of f allin g 
prices began A further qualification is necessary 
if the above statements are to be scientifically ac- 
curate. Wherever in the foregoing paragraphs a 
fall of the level of prices or a lower cost of produc- 
tion is mentioned, it should be understood that 
world prices are considered to be stationary. It is 
only a relative reduction of prices and costs which 
is referred to, and such a relative reduction would 
take place if world prices contmued using, whilst 
prices and costs in India remained stationary On 
the other hand, if world prices are falling, a relative 
lednction means a more rapid fall m India 

Looking back over the foicgoing arguments, we 
see that the general lcsult of establishing exchange 
at a poimancntly higher level will be to give the 
rupee as the monetary unit a greatei pui chasing 
power than it would have had if exchange had not 
been laised ; but its relative puichasmg power as 
between different co mm odities -will lemam unchang- 
ed Hence, the net result of the permanently higher 
exchange level is simply to cause an appreciation of 
the currency. The transition period is, of course, 
uncomfortable for all persons engaged in foreign, 
trade, and partcularly for those pioducing for 
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export } but when the transition i*> P^sert through 
they ivill he in the same position a*’ thty v ere before 
the change began Those elates and pe™« nrnj 
suffoi loss and inconvenience during the inevitable 
period of transition, hut they made great profits 
during the war before exchange vas raised. 

In the foregoing arguments it has been assumed 
that exchange could be forcibly raised and main- 
tamed. This, however, is an economic fiction, as 
Government learnt to its heavy cost in 1920. It is 
not strictly accurate to rogaid the exchange into as 
capable of being varied at will, and to assert that 
the price-level must change in India in correspond- 
ing proportion. The price-level may indeed prove 
obstinate, and, refuse to come down/ In that case it 


would be impossible to maintain tbe high mte of 
exchange, 

In actual fact it will probably be neeessnu for 
Government to take action in regard to both vuii- 
ables— the i a tc oi exchange and the total volume of 
the rupee circulation The eontiactron oi the cii- 


culation must tend to bring down prices in India 
and that will tend antoniatieallv to inisc exchange. 
Artificially laismg the rate of exchange by the 
sale ot Reverse Councils tends to lcdtice tbe circu- 
lation m Lidia, if the currency notes paid for (lie 
Reverse Councils be cancelled, or if rupees oi gold 
be withdrawn fiom circulation or from the Paper 
Currency Reserve by the t ransfoi ence of funds of the 
Gold Standard Reserve to India In those ways 
oth results will be brought about at the same time, 
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namely, a higher rate of exchange and a lower price- 
level in India This is the only way in which the 
policy of a permanent 25 . exchange could be brought 
into operation 

There are many economic truths which are clear 
as daylight' to“ - e'conomists practised in the study of 
the theories of exchange and prices, but which are 
very difficult to explain clearly to the popular 
reader. It is to be hoped, however, that anyone 
who has carefully followed the reasoning of the 
foregomg pages will be convinced that once the rate 
of exchange had been raised as just described, and 
all the economic readjustments had come about, no 
permanent economic buiden would be laid upon India 
thereby Stated buefly theie would be fewer rupees 
in cnculation, and each would buy more than it 
did befoie Indian capital would be worth fifty per 
cent moie in repayment of foreign debts and when 
mvested abroad , and the cuirency system would 
have the advantage of being moie adequately pro- 
tected against distuibance by the use of the price of 
silver. 
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Appendix j. 

THE PRICE OF EAR SILVER IN LONDON. 


Year 

ATCrego 

annual 

rrlco 
of 6tlrcr 
Infitindon 
per ounce 

Year. 


Ponce 


1845 

69} 

1861 

1846 

oo A 

1802 

1847 

m 

1803 

1848 

m 

1864 

1849 

60 f 

1865 

1860 

61* 

1806 

1851 

01 

1807 

1852 

00} 

1868 

1853 

ol\ 

18G9 

1854 

61} 

IS70 

1855 

61 * 

1871 

1856 

61 * 

1872 

1867 

61* 

1873 

1858 

61* 

1874 

1860 

62* 

1875 

1860 

61}} 

1876 


ATtrajc , 
anno*} j 
p’-tlV) j 

clfillTfr . 
Inl/mdrts j 
per a^nce j 

c 

lrar 

A»inr* 

rrfi* rr 
er* ft to 
J^'T-Sre; 
f*t fT-tt't, 

Pence. ^ 


Fence 

mi 

1S77 

W} 1 

61* 

1878 

52| 

61 J 

1870 

51 1 

CIS 

18S0 

52} 

oi* 

1881 

oH 

OH 

1882 

m 

GO* 

1883 

«*»* 

00} 

1831 

m i 

66* 

1SS5 

IS* 

60* 

1886 

45* 

60} 

1SS7 

m 

60* 

1S8S 

42] 

60* 

1899 

m 

6S* 

1890 

47i 

66}} 

1891 

^6* 

53} 

1892 

3Pf 
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Appendix I —contd. 


Tear. 

Average 
annual 
price of 
SUTor In 
London 
per ounce 

| % 

Tear 

Averngo 
annua! 
prico of 
Silver In 
London 
per onnoe 

Tear. 

Average 
annual 
prico of 
Silver in 
Londom 
por ounce 


Pence 


Pence 


Penco. 

1898 

35ft 

1903 

24? 

1913 

27ft 

1894 

28& 

1904 

26H 

1914 

25? 

1895 

293# 

1905 

27f* 

1915 

23|| 

1896 

80? 

1906 

30? 

1916 

31} 

1897 

27ft 

1907 

30ft 

1917 

40? 

1898 

20?! 

1908 

24J? 

1918 

47} 

1899 

27ft 

1909 

23J? 

1919 

57 

1900 

.Jc 

00 

CM 

1910 

24?? 

1920 

61} 

1001 

27ft 

1911 

24J| 

1921 

SC} 

1902 

24ft 

1912 

i 

i 

! 

1 

J 

i 

23ft 

i 

■ 

. 
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An > J-K'nr\ TI, 

1‘OUMS OK Ht'NDlri 

There in nn ancient rnstonvny form >n rhrh ? ' ndt< tT< " * 
illicit vane# kit httk «i ( tntnl v o f vtu" tho-gl > t h V * Tte-r 
me "usarce" huwlu, dot after n mfik bj-*» »f i'w. >'k *» “ 
utnnlb drawn jennhk at M <>F r >i (hi* sfi<r *-A*. prd ' 
hundi*, payable on dtmnnd Id r < h' ( jm * h i* dear n 1 » th* rr<>l i* '* t 
equivalent to u sight lillo” of Europe vn iron wicn« Tl o fo't-* of k>*L 
nro full of cunoun compliment* and n'rlsiti apvi'ru .to 
each hind u> given here, With n ltlc’*«l Iran-HUm The «ffi*cern* of 
half the amount payable U inverted *a f« to ronl e frar/klmt aKTdmn 
more difhnilt 

I't-cvrr If t mj. 

To Sidl Srt Jndote inaf.a tt bf, tnlntil bhni Atn li if it Afjttn 
In/ Mf/t Ujjani to -flow Jhhari I nl 1% Jiavs }}om f,r*c>ir.ir 
Approach Jlvndt 1 rttjoa 2&W aolrt jxirht rut j,ji t rts>n-i rtt^n 
sat he barn s<vt In dtinn pttra nf/ r rail « Thf Ib'f!' “f l~.‘inrr Limit'd 
pas tilth Bhad-tca sudt S sr dtn CO tnth ptehh r iutr sib Jon UfnJt 
ehalan lal l nr dtja 1111(1 HI ndten ivth $ S' so if if 107$. 

I/nTEAT. lEA>fiE.tTIOy 

To tlio most propitious place Indore Me-avri' Ak Ihlhsh and 
Madho Lai written from Ujjam Bom Bihnri Lai gird* m-etingw 
Fnrlbormoro one 1 hundi for rupees 2, oOO in words twtnh-Svt Lurd-cd 
tlio half of which is twelve hundred and fifty pay diutle of this to 
the Bank of Imlore, Limited, from Bhadvvft »ndi 8 after C<‘» day* In 
current money with Empcroris head nfter due inquiry. Ithadwa sndt 
8 Samvnt 197S 

In this case Bam Lilian Lot of Ujj.nn is the drawer, JI««n 
Ala. Bahsh and Iladho Ln\ of Indore are the drawees, who owe the 
money, and tho Bank of Indore the paver The date is driven m the 
Samvnt calendar as sndi 8 m the month Bhadwa of the year 1973 of the 
Samvnt era, which ik equivalent to the 9th September, 1921 . pj lP e tr ,e 
date is that from which tho hundi is current, and the swond the date on 
which it was drawn, m this case the same The original hears the 
drawees acceptance, tho signature being written across 


1 Meaning “ origins]," not dopU«t e 
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DEMAND HUNDI ^ ^ > - 

Shn stdh Cawnpore subhasthan sin i patri bhax Ram Lai Rar 
Karam jog Ixkfa Prtigji so Ham Hath Chandu Lai kt Ram' Rdm 
banchna Ago hand'- Itfa ck ap upa >• kin i upia 500 ankan panch sau 
kc nxme do sau pachas kc dhune puje dena Yahan rakha bhax lm~ 
poial Bank of India, Allahabad vale kc mitt Latik sudi teras so 
pahunche dam dhanx jog Inna jabta ■nipia bajar chalan hundi k\ nt 
thtkanc laaai/e dam chaukas kar dena Mxti kuar sudi teras Sanivat 
19?8. 

Liteeal Tea>seatioi». 

1 

To the auspicious place Caw n pore this good letter is written from 
Pmyag To Messis Earn Lai, Hai Narain, Messrs Earn Nath, 
Chandu Lai send gioetings Wo have dra,\ n on you this ono‘ hundi for 
l?s 600, in woids Eupees Live Hundred, half of which is Eupees 
Two Hundred and Fifty, the full double of which pay hoie to Messrs 
the Impcnal Bank of India of Allahabad, on demand aftei Kuar Sudi 
teras which please pay to the known party without commission m the 
current currency of tho place aftei making careful enquiry Dated 
Kuar Sudi teras Sam vat 1978 

Ihe phrase “ m the current currency of tho placo” is a relic of the 
eighteenth and early nineteenth centuries when the direst confusion pre- 
vailed m tho currency, and rupees of different woights, and othci coins, 
were currant in different parts of India 
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h* 

1 f. I* 1 

Capital paid cp 

'/'Cl 

r.i * 4 J 


Kcomyo 

r.'-t/P 

*“ 1 < ! ' V' 

;; f •* 

Publio Dcpcxitc 

c.:;/ < 


r w 

Other Depoeite . 

C! 

«* *t 

-1 >4 

I/cacfl nfralnV grcurSti*-# r,» 
contra 

E3U 

t aSr' Vii « ( V * 1 

f ! ' 

1 ' ;v 

Contingent MahlUlVs , 


l;- r > > 4 < 

f " ' -* 

tn 

j 

Sumlne* 

. t//t3 

J‘ r 1 O 1 

5 



1>A * V „ 

J V " 



J tn' nt y r ( e 1 1 t *11 • , 

If* 




f " 



i-eV 'a 



t 

c a~d 

*•: p ft' 


' Itfi'ar^fg t>t‘k Itsbt 

4' <; l 


} 

» 

Cvs „ 

~ iv.it/ k 

finpoM 

E3.W.W | 


~ S.t. r }/rt 

Tho above balance gkeel include*— 



Dfpoetu In Iordan 


X 

» / 

AdrancMln London 


— * v w 

* o 

‘ antI blhnro * °* lUckt tn 

t 0 

0 P 


N. JI. iUrPUAlt, 

Percentage 18 32 -Wpieffinf r^vr. 

Bank rate 1 pet coni. 
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Appendix III — contd , 

Tlie weekly statement of the Tmponah Bank ib a “balance sheet , “but 
the corresponding items aie named and arranged differently from those 
of the ordmaiy hank balance sheet descnbed m Chaptoi YI (see pages 44 
to 69) On the Liabilities sido the Reservo fnnd is merely called 
“ Reserve ”, the “ Public Deposits” means the deposits of Government 
and “ Other DopositB” those of the publie “Loans against securities 
pci’ contra ” represents sums which the Bank has boi rowed against some 
of its “ Government securities," oi “ othei, authorised securities under the 
Act,” included in the totals on the Assets side “ Sundries " means 
miscellaneous liabilities 

On the Assets side “ Government securities," represent the invest- 
ments mado by the Bank m Government loans “ Other autho- 
rized securities undei the Act ” are the Bank's investments 
in Municipal, Port Trust, and other loans or debentuiee which the 
Bank is authoiiscd to invest in under the Act “ Balances with othei 
Banks ” are balances of the accounts opened with othor Banks to facilitate 
collection and payment of cheques, etc , (see page 89) “ Bullion ” is the 

amount of Gold and/or Silvei held by the Bank “ Cash” represents the 
balance of cash in hand These five items taken together would consti- 
tute the “ Reserve ” of an ordinary commoicml bank as descnbed at the 
bottom of pago 48 , but for a cential bank, such as tho Imperial Bank, 
the cash leserve is the important item The figure of percentage stated 
at tho foot, namely, 18 32, is tho peicentage which the cash (13£ oiores) 
bears to tho “ outside " liabilities, namely, the deposits, loans and 
Bundnes, which total Rs 74 ciorcs , and it is very carefully watched. 
The bills discounted and purchased are stated as in the usual bank 
balance sheet, cxcopfc for the distinction of foreign from inland bills 
Tho smallness of the amount of foreign bills is duo to tho restriction 
m the Act agaimt undertaking exchange business for tho public (see 
page 82) “Dead-stock" means tho Bank’s premises, furniture and 
moveablo pioperty (othei than money and bullion), which are probably 
taken in at loss than its markot value , and “ Sundries ” includes a 
variety of miscellaneous assets 
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Appendix V. 


LIST OF LOOKS 
I. — Books beeatiing to Tedia 

(1) Indian Finance and Banking by G. Findlay Shuras 

(Macmillan & Co , Ltd , London) *1919. 

(2) Indian Cm rency and Finance by J M Koynes (Macmillan 

& Co , Ltd , London) 1913. 

(3) Indian Cwnency and Ban Icing Problems "by Tannan and 

Shah 

(4) The Futitie of Exchange and the Indian Cuncncy liy 

II S Jcrons (Orfoid tlmvcreity Picss) 1922 

(5) Catalogue of the Coins in the Indian Museum, Calcutta — • 

Yol. I In - Y A 4 Smith 
Yol II bj H N. Wnght 

II — Ge:n;ebae Books 

(1) The Mechanism of Exchange liy J A Todd (Oxfold 

Uim ersity Press) 1917 

(2) Money by D JKmley (The Macmillan & Co, Non Yoik). 

1913 

(3) Money and the 'Mechanism of Exchange by W g Jcvons 

(Kcgan Paul & Co ) 1875 

(4) The Pm chasing Powei of Money by Irving Fisher (The 

Macmillan Company, New York), Revised edition, 1913 

(3) Money , Exchange and Eanhnq by IT T Easton, (Pitman) 

(6) The Meaning of Money by Hartley Witheis (Smith Elder 

& Co ) 1915 

(7 ) J P C of the Foreign Exchanges by G Claic (Mncmilnn) 

1911 

(8) The Foreign Exchanges by Viscount Goschcn (Effingham 

Wilson, London) 

9) Eastern Exchange, Cuncncy and Finance by William 
F. Spalding (Pitman St Sons) 3rd ed 

IT — CnmiriccY CoirimTEE's 'Kei’OBts 

(!) Indian Cuncncy Committee, 1S93 (IIcr*clic]l' Committed — * 

Yol, I Report, 

Yol. II Miputea of Evidence with Appandico., and Inlox, 



318 


APPENDICES 


Appendix Y — contd. 


(2) Indian Currency Committee, 1898 (Fowler Committee) 
Yol I Report. 

Yol II Pa\ t I Minutes of Evidence 
Part II ,, ,, >i 


Yol III Appendices and Index 

(3) Royal Commission on JWinn .Finance 
1913-14 — 

Part I Report . 

Part II Yol. I Minutes of Evidence 
Yol II „ 

Part III Yol I Appendices 

Yol II , 

Part IV Index . . . . < 


and Cioieiiej/, 

. [Cd 700?] 
[Cd 701.9.5 
“Cd. 7237.] 
. :Cd 7070.] 
[C A 7071] 
. 7229] 


(4) Committee on Indian JSxrhanpc and Cttnennj, 1919 — 


Yol I Report . 

Yol II Minutes of Evidonce 
Yol. Ill Appendices 
Yol TV Index 


. [Cmd 627 ] 
fCmd 52?] 
[Cmd ',29] 
[Cmd ydO ] 


IV — Other Government PoBLiceTio>9 

(1) Currency Department Dcpails [Reports by the Controller 

of the Currency] (Annual) 

(2) Mint Deports for Calcutta and Bomba) (Annual) 

(3) Budget (Annual) 

(4) Selections from- Papers Delating to the Introduction of a Gold 
Currency in India (Superintendent, Government Printing, Calcutta, 
1899) 

(6) Index Numbers of Indian Di ices, 1851-1918, (Department of 
Statistics) and Annual Supplements 

(6) Statistical Tables' relating to Danis in India (Annual) 

(7) Statistics of Dntish India (Annual) — 

Yol I Commercial 
Yol II Financial. 

(8) Prices and Wagss in India, (Annual). 
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(9) Accounts relating to the Seaborne Trade and ) Navigation of 
British India (Monthly) [For Statistics of Imports and Exports of Gold 
and Silvei], 


V. — Peeiodioais bob Refebbkce 
Indian 

(1) Capital , Calcutta (weekly) 

(2) Commerce , Calcutta (weekly) 

(3) Q-azettc of India, Parts I and II (weekly) 

(4) Indian Trade Journal (weekly). 

(5) Indian Journal cf Economics (monthly statistics at the end) 

foreign 

(G) Journal of the Royal Statistical Society, London (4 times 
yearly) 

(7) Bankers' Magazine, New Yolk (monthly) 

(8) The Statist, London (ucekly) 

(9) The Economist, London (weekly) 

(10) Bankers’ Magazine, London (monthly) 

(11) Economic Journal, issued by the Royal Economic Society, 
London [Macmillan & Co ] (quarterly) 
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Absorption of silver, 2CO teq 
Acts o£ Legislative Council— 

Impcual Bank, 77 stq 

Indian Compline*, 01 teq 

Indian Coinage, 210 

Paper Cummer, 17 1 

Paper Currcnei of < f>20, 170 teq, 252 

Presidency Paul *, Gb. 

Acts, USA — 

Piltmnn Vet, 200, 212, 222 
Sherman Act, 131, 200 
Allahabad Bank, 09, 71 
AUianco Bank of Simla, 09, 70, 

Amalgamation of bank*, policy of, 7<), 7S 
Presidency 1J inks, 77 
Approved List of Bank* and Arms, IDS 
Annj, Indian, finance of abroad, 105 tej 
A«*ct8of a Bank, 11, to 
Assignats, o\ or issue of, 27 

Babmgton Smith Committee, on Eicbangonnd Currency, l*rj ,r' of, 
220 teq 

Balance of payments, effect* on Indian Exchange, 115 
Eoiv settled ? 105 teq 
Balance of trado, adverse, 234 sej, 
ndvorse, cause of, 239 
adverse, effect on Exchange rate, 237. 
favourable, 192 teq 

Bnlnnccs, Government minimum, u ith Tresidency Banks ISO 
Balance sheet, Assets in a, 41, 4G. 
liabilities, 44, 4G 
of a Bank, 43 seq 
Bank of Bengal, lustorj f of, 67. 

Bank of Bombay, history of, 07 
Bank money, 123, 

Bank notes, 66-06 

Banks, advances on security of Hundis or bills, 39 
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Bank?, f 

amalgamation of, 70, 78. 
balance sheet of, 43 seq. 
branches, more needed, 71. 
dangerous business for, 37« 
definition of, 33. 
early English, m India, 66. 
exchange, 73-74, 102 teg 
failure of, 70. 

Industrial, 7 4. 

information to be published by, 6C-62. 

m Native States, 76 teg, 

inspection of, 60. 

joint stock, Indian, 68-69 

managers of, 72. 

m financial panic, 69 

premises and furniture, 46, 49. 

premises and furniture, writing down of, 49. 

private, allowed to issue notes up to 1861, 23. 

registration undei Joint Stock Companies Act, 65 

reBervo of cash in a, 42 

run on. 69 

tests to judge the soundness of, 60 teg 

the terms on which deposits are received by, 34 teg, 

way of gaming credit by, 43 teg. 

Banker, business of a, 33 teg. 

Barboui, Sir David, 130 

Baroda State Bank, statements in, 61 

Bills of Exchange, 39 

Bills of Lading, 104 

BiIIb payable, 46, 47. 

Bills, supply, 93 
Bimetallism, definition of, 21 
Birkbeck Bank, London, 60, 

Boom, of company flotation, 233 

of trade in many paTts of the world, 148 
Building Companies, 36 
Bullion merchants, break down of ring of, 243 

Capital, (share), authored, 44, 46, 66. 
subscribed, 44, 46, 65 
fully paid, 66 
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Capital, 

parti) ]>aid, fir> 

Carry forward, 57, 50 
Cash fltlnnl er», 16, 49 
Cash rcpme m a Bink, 12. 

Cannon of the rise of pries, 

increase of quantity of mono) to chcnhti&a, -7 b 
rnpidit) of circulation, 27 f scj 

Chamberlain Commission, on and Ilalsr' - ^, 1 if* t * /, 

recommendation* of, It?, *■ 

Cheques, cleared, figures of, 22 
collection of, 88 
use of, 8G-S7 
Chctty, 05 

Gunn, export of full weight Tup'-cs to, 12 
over issue of token money, 10 
Clearing Houses, Bankers, 8? t'q 
Clearing llonsw, cheques cleared in, 1*2 
Coins, economy of, 100, 

edges protected hy milling, 5 
fraudulent reduction of weight, 11 
gold, 0 

gold, rate of exchange with silver, 10 
Moghul, 0 
nickel, 7 
standard, 8 

weai in circulation, 11 

Compensatory action of high and low rate, 11 1-2 
Confusion duo to rupees of vnnons weight and measure, 12, 
Consols, 1S3 
Contingent liability, 43 

Cost of living, index numbers, showing increase of, 2o7 
Council bills, sale, by Secretary of 'State for Homo Charges, 105 
sale of, fioui 1913-14 to 1920 21, 190 S 
standing offer to sell without limit, 145 
Coyer, providing of, 199 
Created securities, 180 
Credit, extension of, 281 seq 
Cross rate, 231 

definition of,, 217 

Currency and Exchange, profit to Government from, 2->0 
v Currency chests, 94, 163 
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Currency circles, 24, 163 

Cuirency Committee, 1919, on Paper Cnnency Besom, 176 seq. 
on two shilling rate, 223-25 

policy not deliberately conceived m the mteiests of British 
financieis, 291 
report of, 220 seq. 

lepoit ot, notifications issued on it, 230. 

Currency, Deflation of, 260 
Cuiiency m 1920, 229 seq 
Cunoncy Legislation, 247 seq. 

Currency Notes, discounts on, 209. 

Currency system, 7 
Currency transfers, 94 
Cycle of trade, 178. 

Dalai, Mr D. M minority lepoit of, 227 seq. 

Debenture, 37 
Deflation, 289 

Department of Statistics, 260, 266 
Deposits, fixed, 35. 

on curront account, 34, 
safe, 62 

Diagram of puces in India, England and America, 269. 

Directors, recommendation of dividends by, 68 
Discount on noteB, 209. 

Dividend, interim, 68 
Double standard, Indian Currency on the, 
m 1920, 247 
Draft, Banker’s, 92 

Emdon, 189 

Equation P X c = p, 302 
Exchango Banks, 73-74 

how they finance trade, 102 seq 
names of, 73 
work of, 102 seq 
Exchange, 
bill of, 39. 
control of, 196 seq 

efEects of falling, on Indian trade, 127-28 

fluctuating, evil effects of, 113, 214 seq 

the forcibly raising of, an economic fiction, 307. 
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Exchange, 

high, temporary effect* of, 221, i0*> *'7 
high, permanent effects of, 224, 29? teq 
m 1020, 220 *rj. 
jn 1921 and 1922, 288 

loss of Government on Homo ClmTyc* d«r to fsThnt;, 12- . 
money facilitates, 2 
quotations, 114. 

rawing of, by limiting coinage, 135 
the result of tbo rise of, 209 teq 
the tlirco periods of, after the wjr. 211. 
value of rupee and its inltiosic value between 1802 ard 189'*, 
138, 

Export Trade, method employed in financing, 192 teq. 
in 1019-20, 234. 
m 1010-13, 235. 

Exporta, InviBiblo, 195 

Fallacies, popular, 280 teq 

Fnvourablo halanco of trade, increase of money in circntitun duo 
to, 284 teq 

Foreign trndo, 234-35 

Fowler Committee, 140 teq 
recommendations, 142 teq 

recommendation*, alleged failure to cam out, 140 

Fractional oumney, 9 

Free coinage, closing of Indian Mints to, 130-37. 

Funds, seasonal movements of, 06 teq 

Gazette of India, 164 

Gold, appreciation of, 122 teq, 245 re? 
corns, rate of exchange with silver, 16 
discoveries of, in California and Australia, 20 
dust, used as monoy, 4 
export of, 16 
export of, in 1920, 24^ 
export of, how profitable, 241 
import and export at tho samo time, 245 
mohurs, coming of, authorised by Act of 1835, 19 srq. 
points, inward and outward, 109 
pnee in sterling in London, how calculated, 210 
removal of restrictions on import of, 248 
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Gold, 

restrictions on imports of, 240. 

stle by Government m 1919-20, 240 seq. 

standard, 17 

Gold Exchange Standard, 1S4-151 
Goldsmiths, select heavy coins, 12 
Gold Standaid Eeserve, 144, 165 seq, 227. 

a small portion of, diverted to capital expenditure, 166 
location and composition of, 166-67 
policy of crediting all profits on coinage to, 166. 
position of, on three representative dates, 169. 

Blight change in policy in 1920, 168. 

Gorakhpnn pice, 6. 

Gram, -wages paid in, 3 ' 

Gresham's Law, 12. 

Gnbhay, Mr M M. 8., on silvei crisis, 207 
Guinea, lated at 21s., 17. 

Hailey, Hon’blo Mr W M, 82, 249 

Herschell Committee recommendations, 134 seq 

High exchange, temporary and permanent effects of, 224, 296 seq 

High rate, not permanently prejudicial to Indian interests, 292 seq. 

Homo Charges, losses to Government due to falling rate, 129. 

lemittauces of money by Government foi, 106 
v saving to Government duo to high exchange rate, 226 
Hundis, remittance of, 86 
use of, explained, 84 

Imperial Bank of India, 73, 76-83 
Act creating, 77. 

Central Board, constitution of, 79-80. 
management and business, 79-81 
restrictions on working of, 81 seq 
Index numbers, how calculated, 262, 264 

of cost of living, 267. r 

of prices m America, England and India, 270 
of wholesale and retail prices in India, 266 
Indian Companies Act, information required to ho givon by Com- 
panies, 61 seq 

Indian Exchange, control of, 196 seq. 
history of, after the war, 211 
m 1920, 239 seq. 

the three periods of, after the war, 2il 
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Industrial Bank, Tata, 71*76, 

Industries, National monopoly, 296 teg, 301, 
partial monopoly, 297 icq,, 30o trg. 

Intenm Dividend, 68 

International Monotnry Conference, 21,132 
Intnnsio vnluo, 9 
Investments trusts, 37 , 

Inrisiblo orporis, 125 

Joint Stock Banks, legal restrictions on, 69 tej. 

Keynes, Mr J. M., on Stato Bank, 7C 

Latin Union, 121. 

Legal tondor, 10, 

Lessons of 1920, 256 teq 
Liability, contingent, 48 
of a bank, 44, 40, 
outside, 56 

Light coins, withdrawal of, 13*14 
Limited legal tender, 11 
Lindsay, Mr AM, 140 
LoafiB at call, 4G, 49 

Low rate, gain of exporting merchants from, 128 
loss to Government on Home charges from, 129 
Lncas, Mr , Evidonco before Cnrrcncj Committee, 225 

Mabajan, 65 

Madras rupee, mado standard com in India, 19. 

Mexico, silver production, 203 
Meyer, Sir "William, 170 
Milling on edges of coins, 5 
Mint, closing of, to free comago of silver, 136-37. 
par of exchange, 9 
price, 0 

Monetary Conference, International, 21, 132 
Money, automatic mciease of quantity in circulation, 279 
o£ quautlt i' m circulation, 276 icq. 

standard, 8, 11, 
token, 0 

Nickel com, 7* 
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Notes, advantage of tho issue of, to the Government, 30 
advantage of the issue of, to the public, 29 seq. 
cuculation of, at different periods, 24 
convertible, 26 

gradually made universal m India, 25. 

inconvertible, 28 ^ 

issue of, commenced in 1862, 24 

not cuculation of currency, 164 

ono rupee, 26. 

rouble, over-issue of, 27 

two rupee eight annas, 25. 

Over issue of notes, dangers of, 26 seq. 

Over issue of token money, 10 

Pagoda, gold coin, 15-16 
Paper Currency Act, 1920, 179 seq, 252 
Bill, 1861, 23 

Paper Currcnoy, how made elastic P 180 seq 
Paper Currency Boscrve, 28 seq 
at tho end of June, 1921, 29 
Currency Committee, 1919, on, 175 seq 
established by Act of 1861, 28 
m war time, 172 seq 
limits of invested portion of, 174, 

Boynl Commission on, 170 seq 
temporary provisions for, 186 
Paper money, 22-32 

dangers of over issue, 26 seq 
form of, 22 seq 

use of, unknown in India before British Buie, 22 
Parity of Exchange, 9 
Par of Exchange, 120 
Mint, 9 

Pattmson’s Processor separating silver from lead, 122 

Payments, ways Of making, 102 seq 

Pegging tho exchange, 218 

Peoples- Bank, 50 

Pittman Act, 206, 212, 222 

Post Office, providing facilities for remittance by, 95, 
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Presidency Bants, 07-08 
Act, 08. 

piovision for amalgamation, 77 
restrictions on the work of, 08 
Prices, causes oftlic recent rise of, 272 seq 
changes in, of certain commodities, 201 
decline of, 228 

dependence on world’s market price in some eases, 273 
index numbers of, m America, England nnd India, 2/ 0 
Mint, of gold, 9 

of gold m storhng m London, how calculated, 219 
nso of, 209 seq 
world, fall of, 257. 

Pnvnto hankers m India and England, 05 00 
Profit and loss account, 40, 48, 5S seq 


Rato of oxohango, compensatory action on trade of high and low, 
111 seq 

eonsidomhio movements of, illustrated, 113-14 
effects of fall of, on foreign trade, 127 seq 
fluctuations embarrassing to merchants, 113 
high, not permanently prejudicial to Indian interests, 292. 
in abnormal times, 110 
mcioaso by Secrotaty of State, 213. 
limits of, m normal times, 109 
raising of, by limiting coinage, 135 
Readjustment, process of, at high rate of exchange, 304 
Remittances, inlaud, 84-101 
speculative, 233 
Reserves and balances, 162 87 
Royal Commission on, 109 seq 
Reserve (Assets side), 46, 4S seq 
ReBervo Fund, 46, 47 
surplus, 63, 64 seq, 67 
Reserve Tieafnmes, 164 
Reverse Councils, 107 

amount applied for, 238 


and American cross-rate, 231-33 
demand for, due to adverse balance 
effects of stopping tho solo of, 263 
offered, 229, 
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Revei se Councils, ' - 

rate, how calculated, 231. 
rate, fixed on 14th June, 1920, 239 
sales in 1907*08, 148 
sales in 1914, 189. 
sales in 1920, 115*16, 237-8 

Ring of bullion merchants, break-down of, 243 

Riso of prices, Government not responsible for, 286 seq 

Rouble notes, over ibsug, 27. 

Royal Commission on Indian Currency and Finance, on Reserves 
and Balances, 169 seq 
lccommcndations of, 147. 

Rupee, coinage of, 200. 

design and weight of, 6, 19. 
export of, how profitable m 1917, 204. 

Madrfts, made standard com m India, 19. 
standard, 19. 

Safe deposits, 52. 

Sale of gold, 241 seq 

Savings Bants deposits, withdrawal of in 1914, 190, 192. 

Seasonal movements of funds, 9d*7. 

Seountios, marketable, best form of, 40 seq 

Sbaies, undei -writing of, 76. 
widely hold, 56. 

Sherman Act, 131, 206. 

Shroff, 12, 65 

Silvci, absorption of, 200 seq 

effects of the fall of price of, 124 
export of, 16. 

fall of the price of, 118 seq, 

mint piice of, in India before 1893, 126-27. 

price of, in London, 125. 

price of about 1898, 160. 

production of, from mines, 203 

prohibition of the export of, 205. 

rise of the price of, 204 seq, 213. 

Smgle Standard m India, 17, 19. 

Sovereigns, premium on, 191 
puce of, m London, 231 
rated at Rs 10 in. India in 1864, 20 
» Rs 10-4 „ „ „ 21. 
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Standard, gold, 17. 

Standard monoj, 8, 11 

Stciling monoy, depreciation of, 218. 

Supply bills, 93. 

Talc, mono} circulates b} , 12 
Telegraphic transfers, 107 
dolerrcd, 1 ij 7. 
immediate, 107 

Tests to judge the financial soundness of a Bank, GO sej 
Token money, 9, 17 

Tiadc, export, methods cmplo}ed in financing, 102 se<J. 
foreign 1910-13, 235, 
foreign 1919-20,234 

impoit, methods cuiplo} ed in financing, 104 
origin of, 3. 

Treasury hills, 183 
balances, 153, 155, 

Trcasuncs District, 153, 155. 

Deserve, 154 
Sub-, 159 , 

Tumovci, 275 

War, changes aftei the, 210-228 
changes during the, 188-209. 
exceptional conditions in later part of, 99 
shock caused to confidence by, 190 
Wear of coins, 1L 
Wilson, Mi James, 23 
Woild prices, fall of, 267. 

Wrong opinion as to economic causes and effects, 289 
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